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THE FEDERAL COURTS AND ORGANIZED LABOR 
III. SINCE THE CLAYTON ACT (Continued) 
D. THE GOVERNMENT INJUNCTION CASES 


INCE the adoption of the Clayton Act, the published de- 
cisions contain reports of 71 cases in which the courts of 
the United States discuss the issuance of injunctions in 

labor disputes.** In one or more of the opinions in each of 38 of 
these 71 cases, there is discussion and/or interpretation of the 
Clayton Act as it applies to the powers of the federal courts to 
issue injunctions in labor disputes; but in only one of the 38 
cases was injunctive relief denied, and in that case the denial of 
relief did not rest upon the terms of the Clayton Act.“ In 69 of 
the 71 cases, petitions for injunctive relief were brought by pri- 
vate parties.* In 44 of those 69 cases, injunctions were granted; 
in 40 of the 44 cases, relief was granted upon petition of em- 
ployers; and in to of the 44 cases (in 9 of the 40 cases) injunc- 
tions were granted for violation of the Sherman Act. When it is 
recalled that no injunction would issue under the Sherman Act, 

43 There are 117 opinions in these 71 cases, if we include memorandum decisions. 
The cases in which issues of contempt are discussed, apart from the propriety of 
issuance of injunctions, are reserved for later discussion. 

44 See Tables I and II, and Appendix A, this article. 

4s Two government petitions were brought. One was denied; one was granted 
under the Sherman Act, though the Clayton Act was discussed. See Appendix. 
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upon petition of a private party, until the adoption of the Clay- 
ton Act,* it is apparent that the net result of that statute, so far 
as the reports disclose, is (a) that 10 injunctions were issued 
which could not have been issued without the statute, (bd) that 
35 other injunctions were issued in spite of the statute, and (c) 
that in not a single one of the remaining 26 repdrted cases was 
an injunction denied on account of the statute.47 Thus, so far as 
it concerns the issuance of injunctions in labor disputes, the stat- 
ute has produced an effect, so far as it has produced any effect, 
which is just about as different as possible from the results which 
organized labor was induced to expect from its enactment. The 
development of federal law, as indicated’by ‘the reported cases 
and so far as it affects the use of the injunction in labor disputes, 
will perhaps be best indicated by the discussion of the cases in the 
following groups: (a) government petitions, (+) petitions of em- 
ployers, (c) petitions of employees, and (d) petitions of other 
persons. As the table in the Appendix indicates, this division will 
not bring the cases before us in strictly chronological order,* but 
it will not deviate greatly from such order; and it has the advan- 
tage of enabling us to focus attention upon each of several types of 
fact situation in which injunctive relief has been requested. 

The reports give us opinions of the federal courts in only two 
cases in which injunctions were sought on behalf of the United 
States since the Clayton Act.” In one case relief was granted; 
in the other it was denied. First in time was the now famous case, 


46 See Journal of Business, III, 450 ff. 

47 Here, again, it must be recalled that we have no present concern with those 
cases which appear in the reports but which discuss only issues of contempt. We 
have at least 25 other cases, in that group, in which the statute did not prevent the 
issuance of injunctions. 

48 The system of numbers which has been adopted is strictly chronological. Thus, 
the first report of case No. 127, for instance, precedes in time the first reports of all 
cases with higher numbers, and follows in time those with lower numbers. The read 
er may, therefore, fix with some certainty the approximate time of the first report of 
any given case, by reference to its number. 

#9 This statement, of course, is exclusive of those reported cases in which, so far 
as the reports go, the only issues were those which arose upon contempt. Also, 
there are summaries of several unreported cases in The Federal Anti-Trust Laws, 
issued by the government, November, 1928. 
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United States v. Railway Employees’ Dept., American Federation 
of Labor, et al.,® which arose from the shopmen’s strike of 1922, 


TABLE I 
INJUNCTIONS GRANTED AND DENIED IN THE FEDERAL COURTS 
SINCE THE CLAYTON ACT 
aaperten Cc ases) 





Granted Denied Total 
Upon government petition j oe I I 2 
Common law | 33 Il 44 
ee. ee . é 
Private petitions ; Sherman Act 10 7 17 
| Other statutes I 7 8 


Total 45 26 71 








TABLE II 
INJUNCTION CASES IN THE FEDERAL COURTS 
SINCE THE CLAYTON ACT 
(Reported Cases Only) 











| Granted Denied Total 
Government petition. ...............| I r | 2 
Private petitions: 
{ Common law*.... 30 7 | 37 
. S ¥: t | 12 
Employers 4 herman Act | 9 4 3 
’ Transportation Act} I I 2 
| Adamson Act.. | oO 40 2 14 | 2 54 
{ Common law — oe 2 3 
| Sherman Act ° } 3 3 
Employees { Transportation Act | o 2 2 
State statute (New | 
York)...... or ae si 4 8 I 9 
| 
| | 
Other per- {Common law 2 2 4 
sons , Sherman Act _ ° |} I 
| Newlands Act | o 3 |] 1 3] 1 6 
Total§..... ere Tees 45 26 | 71 








* One of these cases (No. 200, in Appendix) involved issues under a state statute as well as common 
law issues; and 12 of them involved issues under the Sherman Act as well as common law issues (see 
Appendix, infra). 

t One case (No. 218) was a consolidation of two cases, one at common law and one under the Sher- 
man Act. The two were dealt with together and were discussed in a single report 

t One case (No. 167) involved issues under both the Sherman Act and the Transportation Act; it is 
accounted for with the Sherman Act cases 

§ The Clayton Act was interpreted and/or discussed in 38 of these cases (see Appendix, infra). 
This figure represents a deviation from that given in the Journal of Business, IV, 48; but a reclassifica- 
tion has become necessary since the publication of the earlier statement. 


5° (1922) 283 Fed. 479, Case No. 157, Appendix, Journal of Business, IV (Janu- 
ary, 1932), 68 ff. 
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and in which was issued an injunction more sweeping in scope 
than any other which the reports disclose. The character and 
scope of this injunction have been the subject of a great deal of 
criticism on the part of the spokesmen and friends of organized 
labor. This injunction has, in fact, been one of the principal 
grounds of the objection of this group tc the “promotion,” to the 
Circuit Court of Appeals, of Judge Wilkerson, who issued the 
decree.* Since most of these criticisms are quite general in char- 
acter, it seems worth while to attempt a careful examination of 
the legal grounds of the decree, in the light of the state of the es- 
tablished law as of the time when the decree was issued. 

In June, 1922, the Railway Labor Board, under the authority 
of the Transportation Act of 1920, rendered a decision in an ar- 
bitration between the Alabama and Vicksburg Railway Company 
and the Railway Employees’ Department of the American Feder- 
ation of Labor. The award involved all of the railways of the 
United States and their employees who were members of the so- 
called “federated” shop crafts. On July 1, 1922, a general strike 
was put into effect upon all of the railways by the unions of the 
blacksmiths, the sheet metal workers, the boilermakers, the ship- 
builders and helpers, the railway carmen, the machinists, and the 
electrical workers employed by the railway companies. The strike 
was to remain in effect “until the companies should repudiate the 
order of the board and pay the scale of wages demanded by the 
union.’’s? About go per cent of the members of the federated shop 
crafts joined in the strike. Argument, persuasion, picketing 
(peaceful and otherwise), damage to and destruction of property, 
and considerable actual interference with the operation of trains 
so terrorized the traveling public, prospective shippers, the car- 
riers, and employees of the railways, that the transportation sys- 
tems and facilities of the country were seriously impaired. The 
bill asked an injunction restraining the parties to this combined 
activity from such unlawful acts as “assaults, displays of force, 


st For some interesting sidelights, see Labor, February 2, 1932, p. 1, and Harry M. 
Daugherty, The Inside Story of the Harding Tragedy. 

5? This is the language of the bill, as summarized in the reported opinion upon the 
motion for preliminary injunction. This averment seems not to have been denied. 
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intimidation, and picketing, the effect of which is to obstruct in- 
terstate commerce and the carriage of the mails, and also from 
doing certain things lawful in themselves, such as persuading em- 
ployees to leave the service of the companies, when those things 
are done in furtherance of the conspiracy to obstruct commerce 
and the carriage of the mails.’’ A temporary restraining order 
was issued ex parte; and upon hearing of the motion for a tempo- 
rary injunction, only two of the defendants (B. M. Jewell and 
John Scott) entered appearances, and they merely moved to dis- 
miss the bill. Their affidavits did not deny a large number of the 
averments of the bill, and they admitted having taken part in the 
combination as alleged. They asserted that the combination (the 
strike) was a defensive measure against a plot of the railway 
companies to destroy the unions; but they disclaimed all responsi- 
bility for acts of violence and terrorism. 

In support of the decree granting a preliminary injunction, the 
court makes the following points: 


1. This is a bill in the public interest to restrain a combination of striking 
railway employees. 

2. Such a bill may be brought by the United States. 

3. The combination which was entered into by defendants is unlawful, be- 
cause it is in violation of Sec. 1 of the Sherman Act, which provides that 
“Every contract, combination in the form of a trust or otherwise, or 
conspiracy in restraint of trade or commerce among the several states 
or with foreign nations, is hereby declared to be illegal.”’ 

4. Defendants are not exempt from injunction under Sec. 6 of the Clayton 
Act, because that section refers only to /awful carrying out of legitimale 
objects. It does not legalize combinations or conspiracies in restraint 
of interstate commerce as such. 

. Defendants are not exempt from injunction under Section 20 of the 
Clayton Act, because the section provides limitations upon the federal 
equity power (a) as to the character of the parties to the proceeding, 
(b) as to the subject matter of the proceeding, and (c) as to the kinds of 
acts which may not be enjoined, and because defendants must show that 
they are “‘within all three limitations, in order to take advantage of its 
exemption and privilege.”” They fail to show that the proceeding comes 
within limitation (a), since the United States is a party. The exemptions 
do not apply in suits by the United States. 

6. Nor are defendants exempt due to the concluding words of Sec. 20 of 

the Clayton Act, which are: “Nor shall any of the acts specified in this 


WwW 
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paragraph be considered or held to be violations of any law of the United 
States.” It was not the intent of Congress to make the acts specified 
immune from punishment, even though done in furtherance of unlawful 
combination or conspiracy. The conspiracy itself is unlawful, and it 
would be absurd to hold that the Clayton Act means that while the 
conspiracy is unlawful, acts done in furtherance of it are not enjoinable. 
“The law is clear, in my opinion, that if the dominating, primary purpose 
of the combination is to restrain trade, or to do things unlawful in them- 
selves, and in which, by reason of their inherent nature operate to re- 
strain trade, the purpose of the combination is unlawful, and that pur- 
pose may not be carried out, even by means that otherwise would be 
legal.” 

. Defendants are chargeable with legal notice of the facts that the acts 
charged were being done because of the strike and in the name of the 


~s 


defendants’ organizations. 

8. The so-called peaceful and lawful acts—acts which in themselves might 
be lawful—“‘are so interwoven with the whole plan of intimidation and 
obstruction that to go through the formality of enjoining the commission 
of assaults and other acts of violence and leave the defendants free to 
pursue the open and ostensibly peaceful part of the program would be an 
idle ceremony.” 

9. Even if the strike is a defensive one, the defendants are not therefore 
“justified in inflicting upon the public any injury which it may be proper 
for them to inflict upon their adversaries. ... . Restraint of trade may 
not be adopted as a weapon in industrial warfare.” 

10. Defendants are not exempt from injunction as a result of their alleged 
ground that relief was sought for unlawful purposes and upon misrepre- 
sentation of matters of fact and law, since they “have neither offered 
nor suggested a scintilla of proof tending to establish this averment in 
the motion to dismiss.”’ 


Upon motion to dismiss the bill,5* after disposing of certain 
matters of procedure, the court said that ‘“‘the showing upon 
which [the] injunction was granted has not been changed in any 
substantial respect by the answer and accompanying affidavits,” 
and that no change was warranted in the findings “‘as to the un- 
lawful purpose of the combination and the relation of acts lawful 
in themselves to the series of unlawful acts.”’ As to the Clayton 
Act, “The line between the legitimate purpose of carrying on a 
controversy between employer and employee and the unlawful 
purpose of inflicting public injury by unduly obstructing the 


$3 (January 5, 1923) 286 Fed. 228, Case No. 157a, Appendix. 
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course of trade must be drawn in accordance with the rule which 
has been laid down for the interpretation and classification of the 
Sherman Act.’ The motion to dismiss was denied, and the pre- 
liminary injunction was continued, pending the hearing upon 
motion to make it permanent. 

After extended hearing, the injunction was made permanent 
on July 2, 1923.55 The court summarized the amount of damage 
which had been inflicted during the strike, and reaffirmed the 
points made by the court in its earlier opinions. 


This strike was more than a controversy between employer and employee. 
Its manifest purpose, as shown by the evidence,® was to cripple and destroy 
interstate commerce, and to create by this assault a public opinion hostile to 
the decision of the [Labor] board. The primary purpose of the combination, 
therefore, is unlawful, and it may not be carried out by means that other- 
wise would be legal. 

Even if the strike is regarded merely as a controversy between employer 
and employee, the evidence shows beyond doubt that it was part of the pur- 
pose of those engaged in this combination to carry on the strike by assaults 
and acts of violence. Certainly upon such a showing injunctive relief will 
not be limited to forbidding acts of violence when done in secret, and for 
which it is hard to fix responsibility and to impose punishment, and thus 
leave defendants free to encourage injury to persons and property by open 
words and deeds which in themselves appear peaceful and lawful. 

But, passing the purpose of conspiracy, it is a misnomer to characterize 
any of the acts of the defendants as “‘peaceful.’’ The peaceful words of the 
strikers and pickets, the peaceful exhortations of the strike leaders, take 


s+ This is the “rule of reason.” Citing Nash v. U.S., 229 U.S. 376, 33 Sup. Ct. 780; 
U.S. v. American Tobacco Co., 221 U.S. 106, 31 S.C. 632; Standard Oil Co. v. U.S., 
221 U.S. 1, 31 Sup. Ct. 502; U.S. v. Joint Traffic Association, 171 U.S. 505, 19 Sup. 
Ct. 25. 

5S 290 Fed. 978, Case No. 1576, Appendix. Counsel for defendants had withdrawn 
their appearance upon May 1, 1923. As to the reasons for this withdrawal, see the 
copy of defendants’ letter to counsel, reproduced on pp. 123 ff., infra. A printed copy 
of this letter was furnished the writer by the courtesy of Mr. Donald Richberg, at- 
torney for defendants. 

56 In its opinion in 286 Fed. 228, the court had reproduced a number of the bulle- 
tins issued by defendants during the strike. In the opinion in 290 Fed. 978, the fol- 
lowing extract from a bulletin of August 21, 1922, is used as illustrative of the general 
tone of the bulletins, indicative of intent to interfere with interstate commerce: 

“Rest assured that this strike has aroused the American people as no previous 
strike in the nation’s history. They have visions of a fuelless and foodless winter, 
with the transportation system of the nation practically a derelict.” 








110 THE JOURNAL OF BUSINESS 


on, by virtue of the atmosphere of lawlessness and violence in which they 
are spoken, a force not inhering in the words themselves, and therefore 
transcending any possible right of free speech. 

The court’s position may fairly be summarized in the form of a 
syllogism: 

A. All acts of whatever sort done in furtherance of an unlaw- 
ful combination or conspiracy may be enjoined upon a bill 
brought by the United States, Section 6 and Section 20 of the 
Clayton Act notwithstanding. 

B. Acts of defendants, though in themselves in part “‘peace- 
ful,”? were done and threatened to be done in support of an un- 
lawful combination or conspiracy to restrain interstate commerce 
in violation of the Sherman Act. 


In support of proposition B, it is said that it was defendants’ 
primary purpose to cripple interstate transportation facilities; and, 
it is added, even if defendants’ acts were not done as a part of a 
plan to further the combination or conspiracy, their acts cannot 
be classified as lawful, since the most nearly peaceful acts which 
they did were in contribution to, and in support of, acts of vio- 
lence which actually were committed. 

From the foregoing premises, the conclusion is inevitable that 
the acts of defendants, and any other acts which they may do, 
singly or in concert, in furtherance of the strike, are enjoinable. 

The preliminary injunction did, in fact, reach to the limits of 
the implications of the foregoing syllogism, except that the strike 
itself was not in terms enjoined. The decree did, in fact, restrain 
practically all and any acts which would lend effectiveness to the 
strike. Detailed statement or discussion of the minutiae of the 
injunction do not seem necessary in this connection;’ but the 
premises of the syllogism are worthy of careful examination. 

There are two sets of issues involved in the analysis of the prob- 
lem in such a case. The two sets of issues are so closely related 
that it is extremely difficult to keep them separate, and it is al- 
most as difficult to keep distinct the several issues within each 

s7 For a detailed summary of the terms of the injunction in this case, see Frank- 
furter and Landis, Harvard Law Review, XXXVII (1924), 1101. The same material 


is reprinted in The Labor Injunction, by Frankfurter and Greene, at page 253. 
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group. One group of issues involves careful distinction between 
questions of law (what the law is), questions of fact (what events 
took place), and questions of policy (what the law should be). 
The other group consists of the question, “Is proposition A, in the 
syllogism, a statement of the law as it is established?” and of the 
question, ‘“Was the combination of the defendants an unlawful 
one, so that proposition A, if sound, should be applied to acts 
done in furtherance of the combination?” Proposition A presents 
a question of law. Is it true that all acts done in furtherance of an 
unlawful combination or conspiracy may be enjoined by the gov- 
ernment, notwithstanding the Clayton Act? Is this the estab- 
lished law? The court, in its first opinion,® does not isolate this 
question as clearly as one might wish that it had done. The 
discussion is interspersed with allusions to the unlawful character 
of the combination in the instant case, whereas the issue is, under 
proposition A, whether or not all acts of whatever sort done in 
support of an unlawful combination may be enjoined, first, as a 
general proposition, and, second, if so, whether or not the Clayton 
Act qualifies the general proposition. 

In support of the principal proposition, the court cited a dic- 
tum of the Supreme Court in Duplex Printing Co. v. Deering,” 
which contains a statement of the common definition of ‘“‘con- 
spiracy,’’® and says, “If the purpose be unlawful, it may not be 
carried out, even by means that otherwise would be legal.’’ This 
dictum is stated in the Duplex case without reference to any 
authority at all. It is derived as a corollary to the “accepted 
definition” of “‘conspiracy,’™ which, in the Duplex case, is taken 
from Pettibone v. U.S. The latter case does not justify the corol- 
lary drawn from the definition. In the first place, in the Pettibone 
case, an injunction had been sought to restrain fraud, intimida- 


8 In 283 Fed. 4709. 

89 (1921) 254 U.S. 443; 41 Sup. Ct. 172. It was a case which involved a private 
petition for injunction. It will be discussed in a later article in this series. 

® “4 combination of two or more persons by concerted action to accomplish a 
criminal or unlawful purpose, or to accomplish some purpose not in itself criminal 
or unlawful by criminal or unlawful means.” 


& Supra, note 6o. ® (1893) 148 U.S. 197. 
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tion, and violence, unlawful per sese; in the second place, the re- 
ported case involved violation of the injunction and a prosecution 
under indictment for conspiracy to defeat the administration of 
justice in violation of a specific statute; and, in the third place, 
conviction was reversed by the Supreme Court of the United 
States, because there was no showing of intent to violate the 
statute and, so, no conspiracy.® No other authority is given for 
the general major proposition of the court’s syllogism. 

Some light may be thrown upon the soundness of proposition A 
by an examination of certain other reported federal cases, which 
the court did not cite. In Farmers’ L. & T. Co. v. N. P. R. Co.,% 
the district court issued an injunction forbidding concerted ac- 
tion to bring about a strike against a receiver, as a part of a 
“combination or conspiracy to cripple the operation of the road” 
and enjoining a strike for that purpose. But the Circuit Court of 
Appeals, through Mr. Justice Harlan, of the Supreme Court, held 
that it was not within the power of the federal courts to enjoin 
the strike or conferences to consider the advisability of a strike, 
even though the object of the strike was to cripple the employers’ 
property. The inhibition of the injunction, said the court, could 
be applied “only to acts of violence and intimidation” and to 
other similar acts. That is to say that the court could enjoin only 
concerted acts directed at physical crippling and obstruction of 
the property of the employer.®’ The combination was not enjoin- 
able or, it appears, otherwise unlawful, even though one of its 
objects was the crippling of the employers’ property and a re- 
duction of its operating effectiveness. So far as one can see, the 
only difference between the Northern Pacific case and the Shop- 
men’s case is one which arises from the extent of the effects of the 
acts done. 


6 See my discussion of the case in Journal of Business, III, 231. 


64 (1894) 60 Fed. 803. See Journal of Business, III, 358. 


65 (1894) Arthur v. Oakes, 63 Fed. 310. See Journal of Business, III, 358 ff. 

In his recent book, The Government in Labor Disputes, Dr. E. E. Witte seems to 
have fallen in to an error regarding the result and significance of this case. There is 
indication that what the court says in one passage is mistaken for what it did in 
deciding the case. 
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In U.S. v. Elliott,® there was a combination to restrain inter- 
state commerce during the general strikes of 1893, by refusing to 
work for railway companies which operated trains containing 
Pullman cars, by attempting to induce employees of such roads 
to leave their employment, and by attempting to prevent the 
employment of men to replace the strikers. In issuing an injunc- 
tion in the Elliott case, the court made no distinction between 
peaceful and non-peaceful inducements or persuasions of men to 
leave or not to enter employment. The language used in that case 
indicates that any acts done in concert and with the purpose of 
stopping the flow of interstate commerce over the railroads may 
be enjoined as a conspiracy or combination in restraint of trade 
in violation of the Sherman Act. The language suggests that even 
the strike itself could be enjoined; but, notwithstanding this 
language, the court quotes with approval the language of the 
Oakes case, to the effect that a strike is not enjoinable when the 
men “become dissatisfied with their employment or wages.” 
There was no such dissatisfaction in the Elliott case—the strike 
involved there was purely sympathetic; and yet the strike itself 
was not enjoined in the Elliott case. The Elliott case and the 
Oakes case, taken together, deny the power of the federal courts 
to enjoin a strike; but the Elliott case, by implication, may fairly 
be said to stand for the proposition that any concerted acts (ex- 
cept a strike) done in support of an unlawful conspiracy or com- 
bination in violation of the anti-trust laws, may be enjoined by a 
court of the United States, upon a petition of the government. 
Neither the Elliott case nor any other case precisely in point is 
cited by the court in the Shopmen’s case.” The best that we can 
say for the validity of proposition A seems to be that it should be 
modified to read: ‘‘any and all concerted action (except a strike) 


6 62 Fed. 801; 64 Fed. 27. See Journal of Business, III, 446 ff. 


6 The famous Gompers case was cited in the second opinion in the Shopmen’s 
case, and in the third opinion, also, as partial support of the proposition which we are 
discussing. But the Gompers case is not precisely in point, since the propriety of the 
issuance of the injunction was not before the Supreme Court. The case was a pro- 
ceeding in contempt, and what is said about the scope of the injunction is dictum. 
In fact, the validity of the injunction is specifically declared by the Supreme Court 
to be not in issue (31 S.C. 492, and p. 496), so far as its scope is concerned. 
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done in furtherance of an unlawful combination or conspiracy 
may be enjoined,” etc.; and that, even in this modified form, the 
proposition rests upon rather precarious grounds of implication. 
In fact, the definition of conspiracy was originally used in crimi- 
nal cases; and it may very well be that some acts which are crimi- 
nal in their aspects as contributory to conspiracies are not neces- 
sarily therefore enjoinable. 

As a case in point, a decision of the Supreme Court of the 
United States looks in a direction away from proposition A. In 
the case of Francis et al. v. Flinn® a part owner of a pilot boat 
operating about the port of New Orleans brought a bill in a 
federal court to enjoin some 39 persons from the commission of 
certain acts designed to make effective a boycott of the complain- 
ant’s business as a pilot. That the combination was for an un- 
lawful purpose was tacitly admitted when the Supreme Court, 
in reversing the decree, indicated that its reason for ordering the 
dismissal of the bill was that there was an adequate remedy at 
law; but stoppage of complainant’s vessel, prevention of the work 
of his pilots, and the publication of libelous matter in furtherance 
of the boycott, were held to be not enjoinable. Here are acts 
which, in general, may very well have been unlawful in themselves 
and which were done in support of a combination with an un- 
lawful purpose, but which, none-the-less, were not enjoinable. 
This case does not lend any strength to the position of the court 
upon the broad general proposition laid down in the Shopmen’s 
case.” Apparently, the court is not wholly convinced by its own 
statement, since (a) it does not enjoin the strike itself, and (0) 
in its second and third opinions it relies somewhat upon the state- 
ment that the doing of certain “‘peaceful’’ acts was inseparably 
interwoven with acts of violence and other acts clearly unlawful.” 

Suppose, for the sake of argument, however, that we grant the 
validity of the general proposition just discussed. There re- 


68 (1886) 118 U.S. 385; 6 Sup. Ct. 1148. 

* A careful search of the digests does not disclose any other reported case which 
specificaliy supports or denies this proposition. One can scarcely admit that “the 
law is clear.” 


” We shall revert to this point below 
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mains the question whether or not the Clayton Act affords de- 
fendant exemption in the particular case. Section 6 of the Act, it 
is pretty generally agreed by this time, has practically no signifi- 
cance as a matter of substantive law. 

With regard to Section 20 of the Act, several points are taken 
by the court. The first paragraph of the section provides that no 
injunction shall be granted by any court of the United States, in 
any case between certain types of parties and arising from labor 
disputes, unless certain specified kinds of damage be done; the 
second paragraph provides that no “such injunction” shall re- 
strain certain types of acts. The court says that if the defendants 
wish to take advantage of the exemption of the statute, they must 
show that they are within all of the limitations set by the statute; 
that the parties fail to do this, since the United States is a party 
to the case and the statute clearly does not apply to suits by the 
United States. As to the first paragraph of the section, there is no 
answer to the position taken by the court. But the second para- 
graph of the section does not seem to fall under this conclusion. 
It attempts (vaguely, to be sure) to specify certain acts which 
may not be restrained by such injunctions. It seems reasonable 
to suppose that this refers, not to such injunctions as may not be 
issued, but to such injunctions as may be issued, beyond the provi- 
sions of the first paragraph. It is by no means clear that defend- 
ants, to take advantage of the exemptions of the act, must show 
that the case is one in which the parties, the subject matter, and 
the acts done are within the specifications of the act. The court’s 
statement that its position is too clear for argument is not con- 
vincing. Indeed, it may very well be argued that the statute 
means that in a legal proceeding, between any parties, no injunc- 
tion may be issued restraining the acts specified, if they are done 
by parties engaged at the time in a labor dispute. 

Nor is the opinion convincing with respect to the closing clause 
of Section 20. The language is: ‘‘Nor shall any of the acts speci- 
fied in this paragraph be considered or held to be violations of any 
law of the United States.”’ In its first opinion, the court quotes 
some sentences from the opinion of the Supreme Court in Duplex 
v. Deering, to the effect that this closing clause, since it is a part 
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of a provision offering a special privilege to a particular class 
“with a corresponding detriment to the general public,”’ must be 
construed strictly. It is submitted, however, that a careful read- 
ing of the opinion in the Duplex case will show that this statement 
did not at all refer to the closing clause of Section 20, and that 
all that the Supreme Court there said about the clause in question 
is that these words “are to be read in the light of the context, 
and mean only that those acts are not to be so held when commit- 
ted by parties concerned in a dispute concerning terms or condi- 
tions of employment.” This sentence is not quoted in the opinions 
in the Shopmen’s case. The sentence which immediately follows 
it in the Supreme Court’s opinion is quoted, however: “If the 
qualifying words are to have any effect, they must operate to 
confine the restriction upon the granting of injunctions, and also 
the relaxation of the provisions of the anti-trust laws of the United 
States, to parties standing in proximate relation to a controversy 
such as is particularly described.”’ It is by no means clear that 
the sentence last quoted refers to the same thing which is referred 
to in the sentence first quoted above. It seems, indeed, that a 
more reasonable interpretation of the Duplex opinion would be 
that, in the midst of its discussion of the effect of the qualifying 
words in the first paragraph of Section 20, the court had adverted 
for a moment, almost parenthetically, to the closing clause of 
the second paragraph. There are no “qualifying words” in the 
closing clause, while there are such in the first paragraph. The 
remaining part of the Duplex opinion which is quoted in the 
Shopmen’s case quite clearly does not refer to the closing clause 
of Section 20 but to the meaning of the term “parties to a labor 
dispute.’’ Thus, this part of the Clayton Act might reasonably 
be interpreted to prohibit the issuance of injunctions restraining 
any of the acts specified, if they were done in a labor dispute, no 
matter whether the proceeding was instituted by the government 
or at the instance of private parties. One can hardly agree that 
the court’s position is ‘‘too clear for argument.” 

Following its quotation from the Duplex case, the opinion in 
the Shopmen’s case contains the following paragraph: 
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Certainly it was not the intention of Congress to make the acts specified 
in Section 20 immune from punishment, even though they are done in 
furtherance of an unlawful or criminal conspiracy... . . Can it be said that, 
merely because the element of a labor controversy remains in the situation, 
the actors may not be punished when their purpose is not only the accom- 
plishment of something with respect to wages or conditions of employment, 
but also the destruction of property, the invasion of the rights of others, and 
the infliction of injury upon the public? Such an interpretation conflicts with 
elementary rules of statutory construction. Moreover .... the Sherman 
Act punishes the conspiracies at which it is aimed on the common-law foot- 
ing; that is to say, it does not make the doing of any act other than the act 
of conspiring a condition of liability. To give to Section 20 any such con- 
struction as has here been urged by the defendants would be to make, as to 
labor combinations, a law under which the restraint of trade could be en- 
joined but the means through which the restraint was accomplished could 


not be enjoined. 


It is submitted that this statement evades the issue, which is 
not ‘‘What did Congress mean or intend to do?”’ but “What is the 
fair and reasonable meaning of the language which it employed 
in the Clayton Act?” Nor is the question at issue whether or not 
the fair meaning of the Clayton Act is that immunity shall be 
granted those who perform acts “‘in furtherance of an unlawful or 
criminal conspiracy”; the question is whether it is the fair mean- 
ing of the statute that the acts specified cannot be dealt with by 
the federal courts by means of the injunction. The necessary re- 
sult of giving the Clayton Act the effect urged by the defendant 
would not at all be to make enjoinable the combination but not 
the means through which it was made effective, as the court 
said. To give the language the effect contended for would take 
such combinations as that in the Shopmen’s case out of the defi- 
nition of conspiracy; its effect would be that if only those acts 
specified in Section 20 were done in furtherance of a labor com- 
bination, the consequent restraint of trade would not be enjoin- 
able; and, again, the combination, as such, is not enjoinable either 
under the Sherman Act or the Clayton Act. It seems fairly obvi- 
ous that the issue here is precisely whether or not restraint of 
trade, as a result of the acts of a labor combination, is enjoinable 
in the federal courts, if the restraint is accomplished by means of 








118 THE JOURNAL OF BUSINESS 


any of the acts designated in Section 20 of the Clayton Act; and it 
does not seem quite proper to assume that the restraint can be 
enjoined even after the passage of the act, and then to argue that 
therefore the statute does not prevent injunction of the means 
used to make effective the restraint.” 

If there is merit in the foregoing analysis, we have the basis 
for making a statement as to the validity of proposition A of the 
court’s syllogism. It is, at best, extremely doubtful that any and 
all acts may be enjoined which are done in furtherance of an un- 
lawful combination or conspiracy, as a general proposition, with- 
out respect to the Clayton Act; but even though that general 
proposition be granted, the court has not adequately analyzed or 
answered the question whether or not the Clayton Act has re- 
moved from the reach of injunctions such restraints of trade as 
result from the doing of acts specified in Section 20, when such 
acts are done by members of labor unions engaged in controversy 
as to wages and conditions of employment. 

Proposition B presents a question of law, as well as one of 
fact, though the court treats it as presenting only the latter. 
Proposition B is that acts of the defendant were done or threat- 
ened to be done in furtherance of an unlawful combination or 
conspiracy in violation of the Sherman Act and in subversion of 
the award of the Labor Board under the Transportation Act. 
Granted that it was a fact that defendants took part in a combina- 
tion, and quite aside from the question of exemption from the 
operation of the Sherman Act, discussed above, there is the ques- 
tion whether or not the combination was unlawful for the reason 
given by the court in its third opinion:” “It was the manifest 
purpose. . . . to cripple and destroy interstate commerce, and to 
create by this assault a public opinion hostile to the decision of 
the board. The primary purpose of the combination, therefore, 
is unlawful. .... ” Are the manifest purpose and the primary 

7 Does the Clayton Act remove from the field of injunction those restraints of 
trade which result from the acts specified in Section 20? This question, of course, is 
closely bound up with the soundness of the court’s proposition B, discussed below. 

72 290 Fed. at page 982 (2). At page 980, the court says, too, “‘The real purpose 
back of the strike is indicated in the following language from the bulletin of August 
21, 1922,” giving the quotation found in note 56, supra. 
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purpose, and the “real” purpose of necessity, the same purpose? 
Is it not conceivable that it was the primary purpose to bring 
about an effect upon wages and conditions of employment, and 
that a manifestly incidental purpose—as a means to that end, 
admitted to be a lawful end—was the crippling of commerce and 
the creation of a public opinion by means in part, at least, lawful? 
If this is true, then the problem becomes one of determining which 
of the means used are lawful. Here, again, it seems obvious that 
issues are hopelessly confused in the opinion of the court. 

Again, it cannot well be that the combination is unlawful be- 
cause it is directed at the creation of a public opinion hostile to 
the decision of the Labor Board. Before the injunction was made 
permanent, the Supreme Court of the United States, in the case 
of Pennsylvania Railroad v. United States Railroad Labor Board," 
had held that the awards of the board were not legally binding 
upon anyone, that they could not be enforced by process, and 
that it was left “to the two sides to accept or reject the decision”’ 
of the board. The contention that the strike is against the gov- 
ernment, or that it is unlawful because its aim was to create an 
opinion unfavorable to the award of the board, will not bear 
analysis. The opinions of the court do not convince us, therefore, 
of the validity of proposition B. 

In its second opinion, the court used another ground of argu- 
ment for enjoining practically all activity in support of the 
strike. It said that the so-called “peaceful” acts of defendants 
were so interwoven with acts clearly unlawful because violent, 
fraudulent, and intimidative, that the good could not effectively 
be separated from the bad, and so all concerted action could be 
enjoined; but the order is not confined to restraint of concerted 
action; it repeatedly uses the phrase “in any manner,” which 
would apply to individuals acting singly and which would, of 
course, include negligent injuries to persons or property and 
“turn what is ordinarily a tort into contempt of court.” The 


33 (February 19, 1923) 261 U.S. 72; 43 Sup. Ct. 278. 

4 This latter suggestion is made by Frankfurter and Greene, in The Labor In- 
junction, p. 261. It seems to me that the suggestion goes a good way in assuming 
that the injunction extends to negligence. 
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answer to this contention of the court seems to be that it is 
precisely the task of the court in such case to make the necessary 
distinctions between good and evil; and that, too, it is not in- 
superably difficult, for example, to separate conferences between 
individuals for discussing whether or not they should return to 
work from speeches advocating the dynamiting of bridges or 
other violence. 

In view of the foregoing statement, it is submitted that that 
issuance of the shopmen’s injunction does not rest upon estab- 
lished law, for the following reasons: 

1. The opinions of the court do not convince the reader (a) that 
all acts done in furtherance of an unlawful combination can be 
enjoined, as a general proposition; (b) that the primary object of 
the combination was unlawful, either under the Sherman Act or 
otherwise. 

2. The order extends beyond concerted acts to the prohibition 
of isolated acts of single individuals acting independently, which 
is beyond the scope of the anti-trust laws. 

It is submitted, in addition, that the analysis of the problem 
found in the opinion confuses issues of fact, issues of law, and is- 
sues of policy; that the analysis confuses the intent of Congress 
and the reasonable meaning of the language of the statute; and 
that the problem of the applicability of the Clayton Act to the 
instant situation is inadequately analyzed.’s 


7s It must be remembered that there is no intent on the part of the present writer 
to offer any criticism of the issuance of an injunction restraining much, or even most, 
of the concerted action of defendants and their associates in the Shopmen’s case. It 
is believed that no sane person, without a specific interest, would go so far as to de- 
clare that no injunction should have been issued, in the then state of the law. But 
such criticisms as are offered are criticisms of the scope of the order and of the meth- 
ods used in reaching a solution of the problem. A great many persons who are at 
least otherwise apparently sane, and many of whom have no specific interest, be- 
lieve that the arguments of the court are not convincing and that the injunction was 
too broad in its scope, as including acts of peaceful and quite inoffensive character 
and acts of independent individuals. 

The injunction in the Shopmen’s case has also been criticized sharply upon the 
ground that the court attempted to make the decree applicable to railways and to 
individuals outside the territorial jurisdiction of the court. The legal aspects of 
this matter have been adequately placed before the subcommittee of the Com- 
mittee on the Judiciary of the United States Senate, by Mr. Donald Richberg and 
others, in the hearings relative to the nomination of Judge Wilkerson to the Cir- 
cuit Court of Appeals. It does not seem necessary to go into this matter here. (See 
Labor, February 16, 1932, pp. 1 and 3.) 


, 
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The Shopmen’s case is the only reported case of great impor- 
tance to organized labor, in which injunctive relief was sought by 
the government, since the adoption of the Clayton Act.” One 
other case in which the government sought relief involved organ- 
ized labor only incidentally.” The use of the injunction in the 
last twenty years, in fact, has been confined almost entirely, so 
far as the federal courts are concerned, to private petitions for 
injunctions. These petitions have been based either upon allega- 


76 We except from this statement, of course, those cases which are reported only 
upon issues of contempt. 

In Witte, The Government in Labor Disputes, p. 232, U.S. v. Moore, 129 Fed. 630, 
is cited as a case in which a government injunction was asked in the interest of em- 
ployees. This is an error. The case involved an indictment. (See my discussion of 
the case, Journal of Business, III, 343.) Dr. Witte probably has inadvertently writ- 
ten “‘injunction” for “indictment.” 


7 U.S. v. National Association of Window Glass Manufacturers, et al., (1923) 287 
Fed. 228, and (1924) 263 U.S. 403, 44 Sup. Ct. 148. The glass manufacturers’ as- 
sociation, comprising all such manufacturers in the United States, and the National 
Association of Window Glass Workers, a union which embraced all the workers in 
the field, entered into an agreement. The manufacturers were divided into two 
groups—group A and group B—and the calendar year was divided into two periods. 
It was agreed that the members of group A should operate their plants only during 
one period of the year and that the members of group B should operate only during 
the other period of the year. No operator of a plant might work during both periods, 
unless he was in control of one or more plants in each group; and every manufacturer 
was required to subscribe to a wage agreement, which was also agreed upon by the 
union. It was the purpose of the agreement to stabilize production and employ- 
ment in the business of manufacturing window glass. A bill was brought by the 
government in the District Court of the United States for the Northern District of 
Ohio, Eastern Division, praying an injunction to restrain the enforcement of the 
agreement, as a violation of the Sherman Act. The District Court granted an injunc- 
tion upon the ground that the agreement was a monopolistic one which restrained 
commerce in glass by controlling the entire industry and by suppressing competition 
in the industry. It was said by the court that good motives or beneficial results do 
not take the combination outside the operation of the anti-trust laws; and the addi- 
tional point was made that enforced idleness of certain plants at certain times made 
it necessary for the employees of those plants to move about in a search for employ- 
ment, during the closing periods. Appeal was taken to the Supreme Court, which, 
speaking through Mr. Justice Holmes, reversed the decree and dismissed the bill. 
It was said that, in view of the fact that there were not more than half enough men 
available to man all of the factories, the agreement was a reasonable attempt to 
spread the employment of these men over the year and to make possible the employ- 
ment of all of the men during the largest possible part of each year. “It is enough 
that we see no combination in unreasonable restraint of trade in the arrangements 
made to meet the short supply of men.” 
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tions of violation of the ar.ti-trust laws or upon infractions of 
some principle or othe: of common law. The reported federal 
cases in this group will be made the subject of discussion in other 
articles, now in preparation as a part of the present series. 


Jay FINLEY CHRIST 


[To be continued] 


APPENDIX A 
INJUNCTION CASES IN THE FEDERAL CouRTS 
SINCE THE CLAYTON ActT* 


(Reported Cases Only) 





























Granted Denied Total 
Government petition. . . 157 164 2 
Private petition. . = r ; 
Common law.. .| 100, 104, 105, 110, 114,| 108, 153,191, 200,| 37 
123, 124, 125, 131, 135,| 201, 202, 220 
} 138, 142, 143, 144, 145, 
146, 147, 148, 149, 150, 
| 151, 162, 184, 186, 193, 
Employ- { 199, 204, 213, 217, 218 
ers | Sherman Actf...| 107, 133, 155, 167, 196, | 127, 156, 159, 216 13 
| 205, 206, 209, 219 
| Transportationt 
| Act... =/c:g an 152A 2 
| Adamson Act.. . | 117, 117@ 2 
| 
{ Common law 137 212, 221 3 
| Sherman Act... 183, 195, 197 3 
Employ-{ Transportation | 
ees fe Sea 177 2 
| New Yorkstatute|. 215 I 
Other { Common law. . .} 106, 119 120, 126 4 
per- 4 Sherman Act 128 I 
sons | Newlands Act.. 129 I 
Total$§. . | 45 26 71 





* The numbers herein refer to the table of cases in Appendix, Journal of Business, IV, 68 ff. 

t Cases numbered 142-51, inclusive, 186, 202, 213, and 218 involved issues under Sherman Act as 
well as at common law. Case No. 200 involved issues under New York statute, as well as common law 
issues. Case No. 218 was a consolidation of two cases—one under Sherman Act, one at common law. 

t Case No. 167 involved issues under the Transportation Act, as well as under the Sherman Act 

§ The Clayton Act was discussed and/or interpreted in 38 of the cases specified in this table. The 
numbers of such cases are in boldface type. In only one of those cases was injunction denied, and in that 
one (No. 120) denial of relief was not based upon the Clayton Act. 

e 
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APPENDIX B 


[The following letter, addressed by the officials of the defendant unions in 
the Shopmen’s case, under date of April 30, 1923, indicates the reasons for 
the withdrawals of their appearances before the completion of the hearing 
upon motion to make the injunction permanent.] 


Messrs. DONALD R. RICHBERG, 
FRANK L. MULHOLLAND, 
James S. Eassy-SMItu, 
111 W. Monroe Street, 
Chicago, Illinois. 
Dear Sirs: 

You are hereby notified of the following action taken by the undersigned: 

“The organizations and individuals named as defendants in the case 
entitled United States of America v. Railway Employes’ Department, 
A. F. of L. et al., direct their solicitors, Donald R. Richberg, Frank L. 
Mulholland and James S. Easby-Smith to withdraw from further repre- 
sentation of ary and all of the named defendants therein, whether organ- 
izations, officers thereof or individual defendants.” 

The reasons for this action are in brief as follows: 

(1) The Bill of Complaint filed by the attorney general on September 1, 
1922, charged that the strike of the shop craft employees was a conspiracy 
in restraint of interstate commerce on the ground that the employes had 
not the “legal right’”’ to refuse to accept the decisions of the Labor Board 
and that the strike exhibited a “contempt for the United States and the 
government thereof.’’ It was clearly the primary purpose of the suit to 
establish the law that a strike of railway employes, as a concerted refusal 
to accept wages and working conditions fixed by the Labor Board, was un- 
lawful. The officers of the shop craft organizations felt it necessary to make 
a vigorous defense against this contention. 

On February 19, 1923, the Supreme Court of the United States, in the 
case of the Pennsylvania Railroad v. United States Railroad Labor Board held 
that: 

“The jurisdiction of the Board to direct the parties to do what it 
deems they should do is not to be limited by their constitutional or legal 
right to refuse to do it. Under the Act there is no constraint upon them 
to do what the Board decides they should do, except the moral constraint, 
already mentioned, of publication of its decisions.” 

The court explicitly held that the decisions of the board were not ‘“‘com- 
pulsory,”’ were ‘‘not to be enforced by process” and that it was left ‘‘to the 
two sides to accept or reject the decision.”’ The decision of the Supreme 
Court upholds the contentions of the defendants in this proceeding that the 
legal right of members of railroad labor organizations to strike, heretofore 
repeatedly affirmed by the courts, has not been destroyed by the provisions 
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of the Transportation Act providing for the creation of the Railroad Labor 
Board. The defendants are, therefore, assured that the District Court will 
not hold in the present case that the strike of July 1, 1922, was unlawful in 
its inception, or was a strike against the government. 

(2) Supplementing the primary charge of the bill that the strike was in 
itself unlawful, no matter how peacefully conducted, there was a charge that 
numerous acts of lawlessness and violence had accompanied the strike. So 
far as the attorneys for the government sought merely to obtain an injunc- 
tion against lawless acts, the defendants made their position clear early in 
the hearing for a temporary injunction. In a formal statement to the court 
the attorneys for the defendants said: 

“Disregarding the contentions of the defendants that acts of violence 
have been seriously exaggerated; that a large percentage have been pro- 
voked or actually brought about by agents or employes of the railway 
companies, it can, nevertheless, be conceded that a sufficient number of 
acts of lawlessness in various parts of the country can be proven to make 
it desirable to utilize any lawful power of government in a lawful way 
to prevent such acts.” 

The attorneys for the defendants argued that the appropriate and the 
only lawful method of procedure against criminal acts was by criminal 
prosecution in the courts of law. However, assuming that the court would 
hold, as other courts of equity have held, that such acts could be enjoined 
they stated that they would not oppose the exertion of the power of the 
court to prevent such unlawful acts. 

The defendants now desire to reiterate the position thus early taken and 
to express by their present instructions to their attorneys their consistent 
policy not to oppose the exercise of any lawful power to restrain and prevent 
lawlessness; although maintaining that it is unlawful to issue injunctions to 
prevent the commission of crimes because crimes must be prosecuted in the 
courts of law where the constitutional right of trial by jury is preserved. 

(3) The Bill of Complaint seeks a permanent injunction against activities 
of the defendants in support of a strike inaugurated July 1, 1922, which was 
a nation-wide strike involving practically all the railroads. This nation- 
wide strike no longer exists. 

(a) The defendants have stated under oath in their answer that at all 
times since August 2, 1922, the striking employes have been ready and 
willing to resume work under the wages and working conditions estab- 
lished by the Railroad Labor Board and ready and willing to return to 
work under the terms proposed by the President of the United States; 
and that since that date the employes have been prevented from returning 
to work by the concerted action of railroad managements that have con- 
spired to deprive the employes of their legal rights, and for this purpose 
maintained a lockout against them. 
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(b) The defendants in their answer have shown that on September 13, 
1922, by action of the General Conference Committee of the employes, 
settlements of the strike (under negotiation before the filing of the Govern- 
ment Bill) were consummated with a large number of the railroads; that 
the conduct of a nation-wide strike then terminated and each System 
Federation of employes assumed complete control of, and responsibility 
for, either settling or continuing its controversy with the management of 
its railroad system. 

(c) At the date of this letter and, therefore, prior to the commencement 
of the hearing in the matter of a permanent injunction, the situaticn is 
that the strike has terminated on 232 railroads operating approximately 
190,000 miles, and that a strike or lockout condition remains only in con- 
nection with some 67 railroad lines operating approximately 70,000 miles. 
Notable in this latter group of railroad lines is the Pennsylvania System, 
against which a strike was inaugurated by the shop craft employes of that 
system, solely because the Pennsylvania Railroad had refused to permit 
the employes to select their own representatives, in accordance with the 
ruling of the Railroad Labor Board, which ruling has been upheld by the 
United States Supreme Court. On this railroad the employes through 
their System Federation have offered to resume work whenever the road 
will comply with the ruling of the Labor Board. Also this list includes the 
Atlanta, Birmingham and Atlantic, the Missouri and North Arkansas, 
and the Western Maryland, against which strikes were declared prior to 
July 1, 1922, and solely because these roads refused to put in force the 
wages and working conditions fixed by the Labor Board. 

(d) It is a matter of common knowledge that the United States Dis- 
trict Courts at Chicago, and elsewhere, have issued and are enforcing 
injunctions in suits instituted prior to the commencement of the Govern- 
ment suit, which afford ample protection against unlawful interferences 
with the operations of those railroads whereon a strike or lockout condi- 
tion remains at this date. 

(4) The defendants have been advised by you as their attorneys that the 
right to a permanent injunction in a case of this character ‘“‘must be deter- 
mined as of the time of the hearing,”’ according to the decision of the United 
States Supreme Court in the case of Duplex Printing Press Company v. 
Deering, 254 U.S. 443, 464, and in many other cases. Therefore, they under- 
stand that, even though the defendants are not represented upon the hearing, 
the court will require the complainant to prove that the conditions existing 
May 2, 1923, justify the issuance of the permanent injunction which is 
sought in the Bill of Complaint. 

(5) In view of the considerations heretofore set forth, the defendants feel 
that they are unable to justify the heavy cost of any further presentation 
of a defense in this proceeding. It is the apparent purpose of the Govern- 
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ment, as shown by the depositions already taken, to seek a permanent in- 
junction on the basis of evidence of strike conditions and effects which no 
longer exist. The disappearance of those conditions and effects is shown by 
the statement issued by the American Railway Association, representing 
every road in the United States, on April 5, 1923, that, “the railroads have 
between July 1, 1922, and March 17, 1923—a period of 37 weeks—handled 
the greatest volume of traffic ever transported during any corresponding 
period in the history of the country.” 

If the District Court should hold that evidence of conditions in the year 
1922 is not competent or relevant to prove a right to a permanent injunction 
sought in a hearing beginning May 2, 1923, it is quite apparent that the 
Government’s attorneys will be unable to support their demand for a 
permanent injunction. If, on the other hand, such evidence should be ad- 
mitted, the defendants will be required either to rely on its irrelevance and 
make no defense, or else to assume the intolerable burden of combating 
evidence produced from all parts of the United States through the combined 
efforts of governmental and railroad officials. It would be necessary to bring 
in hundreds of railroad employes who are now working in relations of har- 
mony with various railroad managements, to revive controversies which 
should be forgotten and re-create antagonisms which have been allayed—all 
to the detriment of the employes and of the public interest in the efficient 
operation of the roads. Furthermore, it is useless for the men who labor to 
attempt to match purses with the railroads and the Government. It is in- 
deed in the public interest that we should make unnecessary any further 
expenditures of public money to bring to a conclusion a contest over dead 
issues. 

If we assume that a decree might be obtained by the Government grant- 
ing a permanent injunction in a case fought to the bitter end by the railway 
employes and that the defendants should then appeal to the United States 
Supreme Court, a victory there, in all probability, would not take one of two 
forms: Either the court would hold that the case was a ‘“‘moot case’’—that 
is, that it presented no live issues, but only abstract questions which the 
court would refuse to decide—or else, if the court reversed the decision of the 
District Court, it would appear inevitable that on a rehearing the District 
Court would rule that the case had become a “moot case.” Thus, all that 
the defendants may anticipate as the successful result of a long and extensive 


litigation is a barren victory. 

Under these all circumstances, we feel that we are not only justified, but 
that it is our duty to the workers whom we represent and whose interests it 
is our obligation to safeguard, to cease the expenditure of further time and 
money in a futile litigation over dead issues. We have, therefore, directed 
you as our attorneys to withdraw from the further representation of any 
of the defendants in this case whose representation has been authorized 
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through us, which includes all the named defendants, and we submit the 
interests of the defendants without further legal representation to the 
conscience of the court. 
Very truly yours, 
B. M. JEWELL, President, Railway Employes’ Department, American 
Federation of Labor. 
J. F. McGratu, Vice-President, Railway Employes’ Dept., American 
Federation of Labor. 
Joun Scott, Secretary-Treasurer, Railway Employes’ Dept., American 
Federation of Labor. 
Wa. H. Jounston, International President, International Association of 
Machinists. 
E. C. Davison, International Secretary-Treasurer, International A ssocia- 
tion of Machinists. 
J. W. Kirne, General President, International Brotherhood of Blacksmiths, 
Drop Forgers and Helpers. 
J. A. FRANKLIN, Jnlernational President, International Brotherhood of 
Boilermakers, Iron Ship Builders and Helpers of America. 
J. J. Hynes, International President, Amalgamated Sheet Metal Workers’ 
International Alliance. 
Jas. P. Noonan, International President, International Brotherhood of 
Electrical Workers. 
MartTIN F. Ryan, General President, Brotherhood Railway Carmen of 


America. 


APPENDIX C 


Norte.—In the discussion of federal cases in the sixth article in this present 
series (Journal of Business, Vol. V [January, 1932]), a footnote mentioning 
two cases was inadvertently omitted. One of them (Howat v. State of Kansas, 
[1922] 258 U.S. 181) is of no practical importance in our study, because it 
was held not to involve any federal question. The other case is Dorchy v. 
State of Kansas, which involves two decisions of the Supreme Court of the 
United States, (1924) 264 U.S. 286 and (1926) 272 U.S. 306. 

Section 19 of the Industrial Relations Act of Kansas (1920) made punish- 
able as a crime the incitement of strikes by union officials. Dorchy, a union 
official, called a strike in a coal mine after the enactment of this statute. 
The purpose of the strike was to collect a disputed claim for a worker who 
no longer was in the employ of the company against whom the strike was 
called. Dorchy was convicted under the statute, and the conviction was 
affirmed by the state supreme court. The case came to the Supreme Court 
of the United States upon writ of error, after the decision in the Wolff Pack- 
ing Company case (Journal of Business, IV, 61), in which the court had 








128 THE JOURNAL OF BUSINESS 


held invalid the provision of the act for compulsory arbitration. The issue 
in the Dorchy case was whether Section 19 was an integral part of that plan 
of arbitration or whether it could stand alone. That question of interpreta- 
tion the Supreme Court preferred to leave to the state supreme court; and, 
in order that the question could be discussed, ordered that judgment of con- 
viction in the Dorchy case be vacated. The state court interpreted the 
statute in such a manner as to make Section 19 independent of the arbitration 
plan, and reaffirmed the conviction. Upon a second writ of error, the convic- 
tion was affirmed. The Supreme Court, speaking through Mr. Justice 
Brandeis, stated specifically that it was not laying down the broad principle 
that Section 19 was constitutional as a general proposition; it addressed 
itself only to the question whether or not the section was valid as here ap- 
plied. The calling of a strike for an illegal purpose may be made punishable 
by the state. The collection of a disputed claim is not a lawful purpose for 
a strike. The calling of a strike for this purpose may therefore be made 
punishable. The conviction was therefore affirmed. 

The case is interesting because the Supreme Court, speaking through 
Mr. Justice Brandeis, said, ““Neither the common law, nor the Fourteenth 
Amendment, confers the absolute right to strike.” The right to strike, abso- 
lute or otherwise, is hardly in issue, where the point in dispute is whether or 
not the state may punish the action of an individual who, as a union officer, 
uses his position to bring about a strike. The right to strike, from the stand- 
point of the workers, and the right of the official to order a strike seem to be 
two quite distinct matters; and it is difficult to see the relevancy of the 
quoted sentence. 

Further, it is one thing to state that a strike to collect a disputed claim 
is an unlawful strike, as the court said; while it is quite another thing to say 
that therefore the act of inciting men to strike for that purpose is punishable 
as a common-law crime. To say that such a strike is unlawful is almost 
meaningless, because the term ‘“‘unlawful’’ is capable of any one or more of 
four interpretations. It may mean enjoinable, it may mean punishable, it 
may mean that the agreement to strike is not enforceable, or it may mean 
that persons injured by the strike are entitled to damages. From the state- 
ment that a strike for a given purpose is unlawful, even if the statement be 
true, it does not inevitably follow that it is a crime at common law for one 
to induce or try to induce men to strike for such purpose. 

Still further, it is difficult to see that the unlawfulness of the strike at 
common law makes valid the state’s punishment of an attempt to induce 
such strike, when the attempt is made under a statute, unless the statute is 
valid. If there is no common-law criminal category which covers defendant’s 
act, how can he be punished except as the result of a valid statute which 
creates a new criminal category? And if the statute is not valid, what be- 
comes of the new category of crime? It is submitted that this decision of the 
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Supreme Court is of little importance, either in itself or in a general state- 


ment of labor law. 


The following case should have been mentioned in Journal of Business, 
V (January, 1932), 67, Note. Penna. Mining Co. v. Jarnigan (1915), 222 
Fed. 889, was an appeal from a judgment for damages in favor of a union 
organizer who was attacked upon the public highway by “strike guards” 
of defendant company. The company was held liable under the doctrine of 
respondeat superior. The attack, though a wanton one, was considered by the 
court to have been “‘within the scope of the employment”’ of the guards. 








A COMPARISON OF INDEPENDENT AND 
CHAIN STORE PRICES 


NE of the liveliest questions in the field of marketing 
today is that of the competition between chain and in- 
dependently owned retail stores. Up to the present time 

only four studies have been reported investigating this subject. 
They were made by Professor R. S. Alexander of Columbia Uni- 
versity in New York, Professor M. D. Taylor of the University 
of North Carolina in Durham, Professor E. Z. Palmer of the 
University of Kentucky in Lexington, and Professor J. L. Palmer 
of the University of Chicago in Chicago." 

The foregoing surveys were all made either during periods of 
great financial expansion, such as Dr. Alexander’s, or in the early 
stages of business depression, such as Professor Palmer’s study in 
Kentucky. It therefore seemed probable that a comparison of in- 
dependent and chain store prices made somewhat farther along 
in the depression, when purchasing power was approaching its 
lowest, when prices were at a very low ebb and fluctuating daily, 
would reveal interesting results and add materially to the know]l- 
edge of the subject. The following survey, beginning January, 
1931, and extending, to the last collection of the actual data, up 
to the end of March, is designed to accomplish this purpose. 

Dr. Alexander’s survey covered the metropolitan area but dealt 
chiefly with very poor sections, including several Jewish neighbor- 
hoods and many Jewish stores. The present study covers only 
high-class neighborhoods and both supplements and checks that 
of Dr. Alexander. 

Three main types of communities were chosen from which to 
collect prices; very high class, middle class, and low middle class. 

* Since the compilation of these data, in the winter and spring of 1931, two other 
surveys have been made, namely, by Professor P. D. Converse in Urbana, Illinois, 
which was published in the Bulletin of the National Association of Teachers of M arket- 
ing and Advertising, and by Charles F. Phillips, a Senior at Colgate University, 
whose survey was printed in Chain Store Progress for May, 1931. 
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Poor sections were avoided. In Manhattan two areas were cov- 
ered: Madison Avenue between 65th and g2d streets and Broad- 
way between 96th and rroth streets. 

Madison Avenue is one of the best residential sections in New 
York City and is possibly the highest type grocery district in the 
world. It lies adjacent to and parallel to Park Avenue on the one 
side and Fifth Avenue on the other where live the city’s million- 
aires and socially élite. Only one food store is to be found in this 
section of Park Avenue and none on Fifth Avenue. This leaves 
Madison Avenue, with its exclusive independent fancy groceries 
and numerous chains, to absorb the trade of the best residential 
section in the city. The nine independent stores and eleven chain 
units in this area therefore cater to New York’s wealthiest class of 
people and arrange prices accordingly. 

Broadway, from 96th to 110th streets, might be regarded as 
well above middle class. At this point it runs parallel with West 
End Avenue and Riverside Drive, both exceptionally fine resi- 
dential areas without stores. This means that those consumers, 
high in purchasing power, shop on Broadway. This section is 
doubly well located for catering to the higher types of buyers 
since the next street east and parallel to it is Amsterdam Avenue, 
with stores catering to a much lower class of people. The area 
contains six independent and eleven chain units. 

In Westchester County, New York, a very exclusive suburban 
residential section, three towns were selected; Bronxville, Scars- 
dale, and Hartsdale, all about equal in purchasing power and type 
of community. Their populations are 6,000, 7,000, and 1,750, re- 
spectively. The inhabitants are primarily wealthy commuters, 
and the towns are composed wholly of large residences and estates. 
There are practically no apartment houses and very strict zoning 
regulations govern the business sections. Since they cater to a 
very high-class clientéle, all stores render delivery service and all 
the independents give credit. In the three sections together, we 
have thirteen independents and six chain units. 

Turning now to Hempstead, Long Island, we find a community 
a little above middle class and rather commercial in nature, with 
a population of about 15,000, which is the shopping center for a 
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number of smaller outlying communities such as Garden City, 
Mineola, and Farmingdale. Its nearness to New York City makes 
it a fairly desirable commuting center. Prices were obtained from 
five independent and eight chain units. It might be added that 
in this section there are units of four chains found in none of the 
others; two large Long Island chains and units of two small local 
chains. 

In New Jersey, within the metropolitan area, Leonia and Ber- 
genfield and Dumont, the two last taken together, were selected. 
Leonia is a strictly middle-class residential district with a popula- 
tion of about 5,500, consisting largely of professional people, in- 
cluding numerous college professors and artists. The inhabitants 
of Leonia are well above middle class culturally, but their pur- 
chasing power is only middle class. Since, in a study of this kind, 
it is the purchasing power of the community with which we are 
concerned, Leonia falls into the latter classification. Prices were 
secured in three independent stores and five chain units. 

Since they practically constitute one town, Bergenfield and 
Dumont are treated together. Bergenfield has a population of 
10,500 and is growing rapidly while Dumont is small with a popu- 
lation of only 6,000. The type of inhabitants and purchasing 
power of these towns is below that of Leonia, but still middle 
class. Together they have seven independent and eleven chain 
units. 

It is felt that this sample is representative of the chain and in- 
dependent stores in the better parts of the metropolitan area and 
its environs. This study has been restricted to the higher resi- 
dential sections for the following reasons: 

1. It avoids one serious objection to Dr. Alexander’s survey by 
eliminating Jewish stores and Jewish neighborhoods entirely. 

2. Dr. Alexander’s study seems to be subject to criticism on 
the ground that New York is not like any other city in the world 
and that the sections he chose are not representative of other 
sections throughout the United States, nor for that matter, of 
New York City as a whole. Also, Professor Palmer’s survey in 
Lexington, Kentucky, might well be questioned on the same 
point. This criticism is believed to be justified, but at the same 
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time it applies equally well to the present study. However, it is 
thought that the sections selected constitute a satisfactory sample 
of the high-class residential districts of New York, although they 
are not necessarily representative of other towns in the country. 
3. Lastly, these sections were selected with the idea of testing 
whether or not there was any degree of correlation between the 
type of district and the price advantage for either the chain or 
independent unit. The districts may be ranked in the following 
order on the basis of quality and purchasing power: 
1. Madison Avenue 
. Westchester 
Broadway 
. Long Island 


N 


mn & WwW 


Leonia 

6. Bergenfield-Dumont 

Selection of articles studied.—The products selected for pricing 
in this study were chosen for their standard quality and uniformi- 
ty of size. Professor Palmer of Kentucky included such articles as 
“green beans,” “tomatoes,” and “salmon” without stating in any 
case the brands examined. It seems hazardous to base any com- 
parison on such products when prices might be obtained on two 
entirely different brands, not of comparable quality. 

Professors Alexander of Columbia and Palmer of Chicago have 
exposed themselves to the criticism that their products were not 
representative because they excluded fruits and vegetables. This 
criticism seems to be well founded, since in the strictest sense no 
survey excluding these two types of commodities can be truly 
representative. However, if articles of varying qualities are se- 
lected, no comparable price data can be secured, and the results 
are consequently worthless. 

Therefore, in this study only standard products and nationally 
advertised brands were used. In the case of certain products many 
stores carried a different size from that chosen. For instance, the 
}-pound package was selected for Kraft’s American Cheese, but a 
number of stores sold only 3-pound packages, and where this oc- 
curred the price was not included in the total. Nevertheless, there 
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was a sufficient number of quotations on the }-pound size on 
which to form a basis for comparison. 

Methods of investigation and character of stores studied.—The 
study was made during January, February, and March, 1931. 
The form used comprised the commodities, the size of each, a 
blank space for the price, the name and address of the store, kind 
of store, whether independent or chain, whether it was a service 
or cash-and-carry store, and whether or not it gave credit. 

Every store in each section was visited, if possible on the same 
day, and the information secured from the clerk or manager. Re- 
turns were secured from a total of 95 stores including 43 inde- 
pendents and 52 chains. There were 1oo stores visited in all, but 
5 refused to give the information desired. There are 19 different 
chain store organizations represented in this study: Sheffield 
Farms, National, Great Eastern, Atlantic and Pacific, Grand 
Union, Butler, Eagle Grocery Company, American Stores, Gris- 
tede Brothers, Busy Bee, Reeves, Magna, Acker Merrill and Con- 
duct, Standard Dairy, Bohacks and Roulstons, together with two 
units of local chains. 

Out of the total number of independent stores investigated, 5 
units, all delicatessen, were strictly “cash-and-carry,” while the 
remaining ones rendered service and gave credit. Although the 
independent stores were classified into groceries, delicatessens, 
and dairies, there were not enough in certain classes to treat them 
separately. Consequently the figures for the independents include 
all three types. 

The 5 cash-and-carry delicatessens had no arrangements for de- 
livery, but an additional ‘“‘cash-and-carry” independent grocery 
company made a flat charge of 75 cents per order for delivery. Of 
the total number of chains visited, there were 12 that were ‘‘cash- 
and-carry” but made a small charge for delivery, some 10 cents 
on an order above $2.00 and some over $3.00 free. One chain 
store organization had a credit policy established at the central 
office and a few accounts were carried by the individual units. 
Another chain carried its own individual accounts. Owing to the 
very high type of the neighborhoods studied it seems likely that 











INDEPENDENT AND CHAIN STORE PRICES 135 


some of the chains are carrying on “‘bootleg”’ delivery service and 
possibly some “‘bootleg”’ credit is extended.? 

Before presenting the results of the material gathered in this 
survey, it is believed that some explanation of the methods used 
in arriving at the conclusions will render them more easily under- 
stood. 

Statistical methods used.—From a tally of all the prices occur- 
ring on each product for all the sections studied, Table I was 
derived. 

From this it can be seen, for instance, that the average price of 
Aunt Jemima Pancake Flour in the independent stores investigated 
was 14.49 cents while in the chain stores the average was only 
13.10 cents. The average price in all stores was 13.69 cents. 

By dividing the average independent price 14.49 cents by 13.69 
cents we have 105.85, which represents the percentage which the 
average price for this article in independent stores constitutes of 
the average price in all stores. Likewise, dividing 13.10 by 13.69 
we have 95.70, which represents the percentage which the average 
price of this product in chain stores constitutes of its average 
price in all stores. Subtracting the smaller percentage from the 
larger we have 10.15 per cent advantage for the chain stores. This 
means that in the stores surveyed, the chain stores sold this prod- 
uct at 10.15 cents less on the dollar than did the independents. 

These averages and percentages were calculated first for every 
product in all sections and then separately for each product in 
each section. Table I shows the advantages, both chain and in- 
dependent, for all sections and for all products. The final step 
consisted of taking the algebraic sum of the chain and independent 
advantages in percentage and dividing by 48, the total number of 
products used. Thus we add all figures in column 8, likewise those 
in column g, subtract the sum of column g from the sum of column 
8, and divide by 48. 

2 “Bootleg” used in this sense means the granting of credit and delivery service 
as a private venture by the managers. Most of the chains are forbidden by the cen- 
tral organization to grant these two services, but the managers of the chain units, in 
competing with the independents, perform them on the side as a business venture 
of their own. 
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It is realized that the employment of the method described is 
far from ideal. The ideal method would involve weighting the 


TABLE I 





AVERAGE PRICES, PERCENTAGES, AND ADVANTAGES FOR CHAIN AND 
INDEPENDENT STORES IN ALL SECTIONS ON ALL PRopucTS 
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pend- | Chain 
Aver- ent Aver- | —_ 
ke Total | ,28° Aver- | aver. | Aver- age oo 
nde- | ¢ ‘ered Price age shes age Price | Chain} ond- 
pend- ~s in In- | Price re Price | Divid-| Ad- |P&™ 
uo- ° Price os | ent 
ent “ depend-| in. in All Divid ed by | van- | Ad. 
Quo- tions ent | Chain wae ed by | Total | tage hel 
tations} “°"S | Stores | Stores | >*°T®* | Total | Aver- lt - 
| (cents) Aver- age | “age 
age Price | 
_ —_ - ———— \-- ee | ee | <n ————— | - - 
1. Aunt Jemima Pancake 30 52 | 14.49 | 13.10 | 13.69 15| 
2. Baking Powder, Royal 35 | SE | 44.34 | 44-41 | 44.38 0.16 
3. Beans, Campbell’s 38 | 52 | Io 26 8.10 9.01 07 
4. Bon Ami cakes 36 | SI | 10.94 | 10 78 | 10.85 47] 
5. Butterthins 36 | 5 | 12.75 | 10.61 | 11.49 62| 
6. Bran, Kellogg’s 37 «| 46 | 20.95 | 19.11 19.93 23] 
7. Catsup, Heinz’s 40 | SI | 25.23 | 23.04 | 24.00 12) 
: 8. Chocolate, Baker’s 39. «6|:«6§620)«C«|:«C24.67 | 22.46 | 23.41 44] 
9. Cleanser, Old Dutch 38 | SI 8.87 7.92 8.33 41) 
10. Crisco 42 | 52 | 25.43 | 24.77 | 26.06 -77) 
11. Cocoa, Baker’s | 42 |} §2 | 21.55 | 19.56 | 20.45 73) 
12. ¢ , Kraft’s American] 29 | 34 | 15.83 | 14.62 | 15.70 70| 
13. Coffee, Maxwell House..| 42 52 42.95 | 38.87 | 42.31 | 65) 
14. Coffee,Chase&Sanborn’s| 39 | 50 44.41 | 43.90 | 44-12 | 15 
15. Corn Flakes, Kellogg’s..| 43 | 52 | 9-37 8.12 | 9.12 | 71} 
16. Corn Starch, Argo 36 41 | 11.41 | 10.34 | 10.84 | 87] 
7. Dates, Dromedary 34 40 23.01 21.22 22.00 | 30 
18. Flour, Gold Medal 39 «| «50 21.74 | 18.64 | 20.00 50 
19. Grape Juice, Welch’s 390 || «SI 29.69 | 27.86 | 28.66 | 39 
20. Gold Dust 37. | 50 25.38 | 24.48 | 24.86 | 62| 
21. Jello 43 | s2 | 0.14 8.31 | 8.68 | 105.30} 56 
22. Lux Kaci |} 4! st | 24.32 23.75 | 24.00 | 101.34] 98.96] 2.38} 
23. Macaroni, Goodman’s...| 36 | 48 | 11.36 | 10.27 | 10.74 | 105.78} 95.63] 10.15 
24. Milk, Borden’s Evapo- | | | 
rated 36 | #45 10.72 | 9.47 | 10.02 | 106.90] 04.52] 12.47] 
25. Milk, Van Camp’s 30 | «46 | 9.80 | 8.74 | 9.16 | 106.99) 95.42] 90.39 
26. Mustard, Gulden’s 4 | 53 14.20 13.33 | 14.00 | 101.43] 95.22) 6.21 
27. Mazola | 36 | 58 | 30.44 | 28.22 | 29.1 104.47} 96.85) 7.62 
28. Maple Syrup, Log Cabin} 40 51 28.93 27.04 27.87 | 103.81) 97.03) 6.78 
29. Oats, Quaker 42 | 50 10.79 9.60 | 10.14 | 106.42] 94.68] 11.74 
30. Oreo Crackers 3x | 42 | 11.97 | 10.48 | Ir.11 | 107.75] 94.33] 12.01 
31. Postum, Instant 34 | 48 | 42.21 } 39.83 | 40.82 | 103.41) 97.58] 5.83 
32. Post Toasties 37 | «52 | 9.54 | 8.12 | 8.72 | 109.41] 93.12] 16.20) 
33. Puffed Rice 4r | 5r | 15.4% | 14.78 | 15.07 | 102.26] 98.08] 4.18 
34. Salad Dressing, Blue Rib-} | | | | | 
bon : 41 52 | 22.39 | 20.98 | 21.60 97-13] 6.5 
35. Salt, Shaker. . 43 52 | 10.49 | 9-31 | 9.84 94.62) 11.99} 
36. Shredded Wheat 40 52 | 12.63 | 11.35 12.17 93 27 10.51 
37. Soap, Ivory . 40 50 | 7.40 6.86 | 7.10 96.62) 7.61 
38. Soap, Kirkman’s Borax 39 «| «50 6.31 5.88 | 6.07 96.87) 7.09 
39. Soap, Palmolive ot et S 8.41 7.51 7.90 | 106.46] 95.07] 11.39 
40. Soda, Armand Hammer.| 43 49 | 9-14] 7.12 8.07 | 113.26] 88.23] 25.03) 
41. Sodas, Premium 22 | 40 | 12.14 | 12.08 | 12.10 | 100.34] 99.84] 0.50 
42. Tapioca, Minute |} 36 | 51 | 13.72 | 12.76 | 13.17 | 104.18) 96.89] 7.29) 
43. Soup,Campbell’sTomato} 42 | 52 8.73 8.23 | 8.46 | 103.20} 97.20] 5.91 
44. Tea, Salada. . 35 | 45 48.34 | 46.62 | 47.38 | 102.0 98.40] 3.63 
45. Tea, White Rose 30 38 | 47.47 | 46.92 | 47.16 |. 100.66] 99.50} 1.16 
46. Uneeda Biscuit - 43 | 52 | 4.88 | 4.87 | 4.88 | 100.00] 99.80} 0.20 
47. Sugar, Domino Crystal 36 42 29.17 | 26.40 | 27.68 | 105.39] 95.38) To or| 
48. Sugar, bulk, 5 Ibs. 22 | 39 25.41 | 24.67 24.93 | 101.93) 98.96) 2.07 
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average price of each product by a figure representative of the 
relative importance of that product in the family budget. 

The Bureau of Labor Statistics offers figures for certain groups 
of products in the average family budget throughout the United 
States but it was felt that these would not represent the consump- 
tion of the average family in sections of New York City and its 
environs, nor would the importance of these products of each 
group set up by the Bureau of Labor which are included in our 
list bear the same relation to the products from other groups in- 
cluded as do the groups as a whole. Therefore, we have excluded 
weights altogether and used the method of the comparison of 
average percentages. Through its use all articles are reduced to a 
common basis and each exerts as much influence on the final re- 
sult as every other. The high- and low-priced products are on the 
same level.’ 

Before analyzing the separate sections let us turn to the whole 
field surveyed and point out some of the results obtained concern- 
ing all the products in all the sections. It is found that the advan- 
tage of the chains over the independent stores is 8.53 per cent. This 
figure represents the average advantage that the chains have over 
the independents, expressed as a percentage of the total average 
price in all stores. With only one exception—Royal Baking Pow- 
der—the chains showed an advantage over the independents in 
all products, which in this case is so small—o.16 per cent—as to 
be almost negligible. Some products in the list are conspicuously 
above the average, 8.53 per cent, while others are below. For ex- 
ample, Campbell’s Beans with 23.97 per cent advantage for the 
chains, Butterthins with 18.62 per cent, and Arm and Hammer 
Soda with 25.03 per cent are well above the average, while Bon 
Ami with 1.47 per cent advantage for the chains, Crisco with 
1.77 per cent, Premium Soda Crackers with 0.50 per cent, and 
Uneeda Biscuit with .20 per cent are notably below. 

It is interesting to note that the chain advantage for Crystal 
Domino Sugar sold in 5-pound cartons is 10.01 per cent, a fairly 
high advantage, while sugar sold in bulk has a relatively low ad- 
vantage—2.97 per cent. 

3 The computation of geometric means showed results practically identical with 
those of the average percentage described above. The latter method was preferred 
because it is likely to be more generally understood. 
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The products may be classified into the following seven groups 
on the basis of use: (1) breakfast foods and breakfast preparations 
including Aunt Jemima Pancake Flour, Kellogg’s Bran, Kellogg’s 
Corn Flakes, Quaker Oats, Post Toasties, Puffed Rice, Log Cabin 
Maple Syrup, and Shredded Wheat; (2) soaps and cleansers in- 
cluding Ivory, Kirkman’s Borax, Palmolive, Bon Ami cakes, Old 
Dutch Cleanser, Gold Dust, and Lux; (3) beverages including 
Maxwell House Coffee, Chase and Sanborn’s Coffee, Welch’s 
Grape Juice, Instant Postum, Salada Tea, White Rose Tea, and 


TABLE II 
PrRopucts CLASSIFIED INTO SEVEN GROUPS UPON THE BAsIS OF USE, 
TOGETHER WITH THE AVERAGE ADVANTAGE TO THE CHAINS 

















Average 
Group Class of Products Advantage to 
the Chains 
ee ...| Breakfast foods and breakfast 10.32 
preparations 
II hier .| Soaps and cleansers 6.42 
Ill ....+.+.+| Beverages 5.30 
....| Crackers 8.19 
Weems ....| Condiments, relishes, and salad 8.60 
materials 
VI.............| Cooking materials 12.28 
VII............] Dessert materials 8.21 











Baker’s Cocoa; (4) crackers including Oreo, Premium Sodas, 
Uneeda Biscuit, and Butterthins; (5) condiments, relishes and 
salad materials including Heinz Catsup, Gulden’s Mustard, Blue 
Ribbon Salad Dressing; (6) cooking materials including Royal 
Baking Powder, Crisco, Gold Medal Flour, Borden’s and Van 
Camp’s Evaporated Milk, Mazola, Shaker Salt, and Arm and 
Hammer Baking Soda; and (7) dessert materials including Baker’s 
Chocolate, Argo Corn Starch, Dromedary Dates, Jello, Minute 
Tapioca, sugar in bulk, and Crystal Domino Sugar in 5-pound 
packages. 

In Table II the groups are listed together with the average per- 
centage advantage for the chain stores in each group. From this 
it appears that cooking materials and breakfast foods are well 
above the average advantage for the chain stores—8.53 per cent— 
while soaps and cleansers and beverages are considerably below, 
and crackers, condiments, and dessert materials are about normal. 
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Again the products were reclassified according to whether or 
not the average price of each falls below or above the average 
unit price, 18.90, of all the products in all stores. 


TABLE III 


PERCENTAGE ADVANTAGE TO CHAIN STORES OF ARTICLES FALLING EITHER 
ABOVE OR BELOW THE AVERAGE UNIT PRICE 18.90 CENTS 









































Percentage Percentage 
Products Having an Average Advantage Products Having an Average Advantage 
Price above 18.go to the Price below 18.90 to the 
Chains | Chains 
Royal Baking Powder. . . —o.16 Aunt Jemima Pancake | 10.15 
Bran, Kellogg’s | +9.23 Campbell’s Beans. . | 23.97 
Catsup, Heinz’s | 9.12 Bon Ami cakes. . / t.47 
Chocolate, Baker’s 9.44 || Butterthins | 18.62 
Come... +. 1.77 Cleanser, Old Dutch | 11.41 
Cocoa, Baker’s. 9.73 Cheese, Kraft’s American....| 7.70 
Coffee, Maxwell House. 9.65 || Corn Flakes, Kellogg’s 13.71 
Coffee, Chase and Sanborn. . 1.15 Corn Starch, Argo. .. 9.87 
Dates, Dromedary 8.36 Gs asacesn 9.56 
Flour, Gold Medal 15.50 Macaroni, Goodman’s.. . 10.15 
Grape Juice, Welch’s. 6.39 Milk, Borden’s Evaporated..} 12.47 
Gold Dust...... 3.62 Milk, Van Camp’s........ 11.57 
Lux. : sete | 2 38 Mustard, Gulden’s... 6.21 
Mazola. . 7.62 Oats, Quaker... ... 11.74 
Maple Syrup, L og Cabin. 6.78 || Oreo Crackers. . 13.42 
Postum, Instant. 5.83 Post Toasties. . 16.29 
Salad Dressing, Blue Ribbon 6.53 Puffed Rice. . 4.18 
Tea, Salada..... 3.63 || Shaker salt II.99 
Tea, White Rose. 1.16 || Shredded Wheat. 10.51 
Sugar, Crystal Domino 10.01 |} Soap, Ivory 7.61 
Sugar, bulk. .... + 2.97 || Soap, Kirkman’s. 7.29 
——|| Soap, Palmolive 7.90 
Average percentage ad- Soda, Arm & Hammer. 25.03 
vantage to the chains 6.71 Sodas, Premium .. 0.50 
| Tapioca, Minute - 7.29 
Soup, Campbell’s Tomato. . 5.91 
Uneeda Biscuit........... 0.20 
| 

Average percentage ad- 

vantage to the chains 10.21 














From Table III it seems that the lower priced articles show a 
10.21 percentage advantage for chains, while the higher priced 
ones show the relatively low advantage of 6.71 per cent. 

Now let us examine the individual geographical sections. For 
this purpose we have shown the sections in Table iV with the 
average percentage advantage in each section for the chain and 
independent stores. It is interesting to note that the greatest num- 
ber of products on which there is an advantage to the independent 
stores occurs in the lowest type of section studied. 
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The products were reclassified in each geographical section ac- 
cording to whether or not the average price of each fell below or 
above the average unit price, 18.90, of all the products in all 
stores. With this as a guide, the products were grouped with their 
percentage advantages for the chain stores into two classes: those 
above 18.90 and those below that figure. Table IV shows the 
average advantage for each group in all sections. 

It appears from Table IV that on the higher priced articles 
each section shows an average advantage for the chains below the 


TABLE IV 


CHAIN ADVANTAGE OF ARTICLES GROUPED 
ACCORDING TO UNIT PRICE 





| 





| 
Average Percentage} Average Percentage 








Section Advantage for the | Advantage for the 
Chains on Articles | Chains on Articles 
above 18.90 below 18.90 

Westchester........... 7.36 8.55 
Madison Avenue 8.48 10.52 
Broadway 7-25 12.33 
Long Island 7-19 9.33 
Leonia...... ; 6.21 6.33 
Bergenfield-Dumont.... me re 3.24 8.73 











general average, 8.53 per cent, on all products, while the lower 
priced articles show an average advantage relatively higher than 
that for all products, 8.53 per cent. Leonia is the only exception 
in this case, having an average advantage of 6.33, which is below 
the general average. In every district the chain advantage is 
greater on the lower priced articles than on those of higher unit 
value. This agrees with Professors Alexander and J. L. Palmer’s 
results. Professor Alexander found the chain advantage for prod- 
ucts with average prices less than 10 cents to be 4.56 per cent, and 
for those over 20 cents to be 0.93 per cent. Professor Palmer found 
the percentage by which chains undersell service independents on 
products less than 1o cents to be 13 per cent, and on products 
above 25 cents to be 10.22 per cent. 

It is interesting to note that in Bergenfield and Dumont the 
averages as a whole are very much lower than in the other sec- 
tions, and are well below the average advantage, 8.53 per cent. If 
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we compare the type of district with the percentage advantage in 
each, it appears that, in general, the greatest advantage occurs in 
the best types of sections, and the least advantage in the less de- 
sirable sections. 

According to this data we might arrange the sections with their 
percentage advantages in the following order: 


Madison Avenue ne .. 8.98 
Westchester County 8.00 
Broadway.... 10.03 
Hempstead 8.72 
Leonia... ... 6.25 

> 


Y 


Bergenfield-Dumont 


Broadway, which is probably a less desirable section than either 
Madison Avenue or Westchester County, shows the greatest per- 
centage advantage for the chain stores. With this one exception 
it seems that there is some evidence of a relation between the type 
of district and the percentage advantage for the chain stores. It 
should be noted in this connection, however, that the chain ad- 
vantage in both New Jersey districts is far below that obtaining 
in the New York areas. 

In order to test the degree to which prices differed within the 
same chain store organization in the same section, we have selected 
products in each section on which there was a different price 
quoted within the same chain organization, and have showed the 
results in Table V.4 

From Table V it is seen, for instance, that the two units of 
Chain No. 1 in Westchester quoted different prices on nineteen 
articles and that the average variation in their prices on these 
nineteen articles was 13.69 per cent of the average price for these 
articles.’ Chain store organizations with two or more units in the 

4 In the Westchester districts two units were found of each of two chain systems. 
On Madison Avenue, two units of each of three chain systems were found and three 
units of another. On Broadway, three units of each of two chains were canvassed 
and two of another. Only one chain system was found having two units in Hemp- 
stead. The same was true of Leonia. In the Bergenfield-Dumont area two chain 
systems have two stores each. 

Ss In the case of each of the 19 products the price differential between the units of 
the chain was divided by the average price of the product in all stores. These per- 
centages were then averaged, giving a rough index of price variations. 
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same district showed price differences on an average of 15.6 of the 
forty-eight products canvassed. This would seem to indicate that 
the chain store systems face considerable difficulties in maintain- 
ing a uniform price policy. 
TABLE V 
PRICE VARIATIONS BETWEEN DIFFERENT UNITS OF SAME CHAIN 


Columns A= Number of products on which different prices were quoted. 
Columns B = Average price difference as percentage of average price of products. 








CHAIN No| Cuatn No.' Cuarn No. Cuarn No. Caatn No. Cuartn No. Carn No. 
I | 2 | 3 4 | 5 to) 7 
AREA | 


A B A B A B A B A B A B A B 
t 





Westchester. .! 1913 69) SAIS cil sacedeabe wins < 
Madison Ave- 


mue.... 2412 03/ 1313.68 2012.38, 2116.89 nine 
Broadway. . 19, 9.84) 1615.29 ee II17.12 
Hempstead...'...'.. PONE MR le o6:n ade wake as ale wale’ 
Leonia...... hoe ie eas = aa, bee ; 1215.90 
Bergenfield- 

Dumont. ae at 7 .| 1612.17)... welecalesece] 2000.42 





Summary of resulis—The results obtained by this study may 
be summarized as follows: 

1. On the forty-eight products studied in all six sections of the 
New York area, the chains offered an advantage of 8.53 per cent 
over the independent stores. 

2. There is some evidence that the greatest advantage for the 
chains is found in the highest type of neighborhoods and decreases 
as poorer areas are studied. 

3. Prices differed within the same chain store organizations in 
the same section. 

4. The higher priced articles show less advantage for the chains 
than do the lower priced ones. 

With the fluctuations of prices in this financial depression, these 
results will not, of course, be permanent, but at least we feel they 
are representative prices at the moment in the sections studied, 
and are fairly typical of the higher class neighborhoods of the 
New York area. 

In conclusion, we might hazard a few comments as to the points 
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wherein the results of this survey differ from or are similar to those 

previously made. 

First, the average percentage of 8.53 is very similar to Professor 
Palmer’s in Chicago. This is true, perhaps, because both were 
made during a business depression and both in a metropolitan 
area. 

Second, this percentage advantage of 8.53 per cent differs wide- 
lv irom Professor Alexander’s. The following possible reasons for 
this difference may be suggested. 

1. The surveys were made at different periods in the business cycle. 

2. The neighborhoods were different; Professor Alexander’s was low-class 
while that of the present survey is high-class. 

3. A large percentage of the population in the areas covered by his study was 
Jewish, while this survey avoided Jewish territories and Jewish stores 
entirely. 

Third, the results of the present study differ to a large extent 
from those of Professor E. Z. Palmer’s study in Kentucky and 
that of M. D. Taylor in Durham, North Carolina. The differences 
might be accounted for possibly in the following manner: 

1. Both Professors Palmer of Kentucky and Taylor of North Carolina in- 
cluded unstandardized products in their list. 

2. Both Lexington and Durham are small cities located in semi-rural dis- 
tricts, while New York is highly urban. 

3. Both of these studies were made at the beginning of the business depres 
sion, while the present one was made farther along in the depression. 

4. This study differs from the other two in that anti-chain laws have been 
passed in North Carolina and Kentucky, thus making the necessity for 
the competition between chain and independent stores less keen. 


It might be suggested that the different results reached in these 
five studies were due to differences in the lists of products on 
which price quotations were obtained. 

Seventeen products were used in common by Professors Alexan- 
der, Taylor, and Palmer of Chicago, and in this study. Comparing 
the findings of the four studies on these seventeen products, we 
find that the average advantage to the chains secured by Professor 
Alexander is 2.74 per cent, while the average advantage to the 
chains on all products studied was 2.64 per cent; that of Professor 
Taylor is 14.09 per cent with the average advantage to the chains 
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on the total number of products studied, 13.79 per cent; and of 
Professor Palmer of Chicago is 12.41 as against 12 per cent aver- 
age advantage to the chains on all the products in the survey, 
while our average advantage is 7.73 per cent on the seventeen 
products used in common, as against 8.53 per cent on the forty- 
eight products studied in all. 

It is interesting to note in conclusion that the average advan- 
tages to the chains obtained on these seventeen products bear the 
same relationship substantially to each other as do the average 
advantages to the chains on all products in each of the four sur- 
veys. Professor Palmer’s average is slightly above the total aver- 
ages secured on the total number of products; Professor Taylor’s 
is practically the same; and my average is slightly below the total 
average. 

An endeavor was made to determine the extent to which the 
prices quoted on each article by the different types of stores va- 
ried. In attempting this we have studied the spread between the 
highest and lowest prices quoted in both the chains and independ- 
ents, and have expressed the results in percentages; that is, the 
lowest price as a percentage of the highest for each product. 

It was found that on the average for all districts ox those prod- 
ucts having an average price below 25 cents, the lowest independ- 
ent quotation on each product was 59 per cent of the highest quo- 
tation on that product, while for the chains the figure was 65 per 
cent. That is, for a typical product in this group on which the 
highest quotation by any store was $1.00, the lowest independent 
quotation was 59 cents and the lowest chain quotation was 65 
cents. 

For products with average prices above 25 cents the figures 
were 64 per cent for the independents and 67 per cent for the 
chains. This would seem to indicate that the range of price-cut- 
ting by the independents was somewhat wider than by the chains. 
This tendency is observable pretty uniformly through all the dis- 


tricts. 
DorotHy DOWE 


CoLuMBIA UNIVERSITY 
SCHOOL OF BUSINESS 











INVESTMENT OPERATIONS OF UNIVERSITIES 


ANY of our endowed colleges and universities have 
suffered heavy paper losses during the past two years 
from the depreciation in the market value of the stocks 

and bonds in which they have invested their funds. For example, 
during the two years ended June 30, 1931, Yale University 
suffered losses of this character amounting to approximately 
$12,500,000" which is equal to about 70 per cent of the $17,500,- 
coo so far contributed toward Yale’s $20,000,000 Endowment 
Fund, or about one-fifth of the total value of its stocks and bonds. 
Decreases in market values foreshadowed decreases in dividend 
and interest receipts, and these have, in fact, materialized to such 
an extent that educationa] programs are being curtailed.’ 

Other universities have suffered in somewhat the same fashion. 
The market value of investments of the University of Chicago, 
* This loss is derived from the following figures given in the treasurer’s reports: 
1929-30 
Excess of market over book value June 30, 1929 $4, 704,259.45 


Less credit to gains from sale of investments 
1929-30. ; 1,185,596.28 


$3,518,663 17 
Excess of market over book value June 30, 1930 783,739.67 


Loss in market value 1929-30 $2,734,923 .50 
1930-31 
Excess of market over book value June 30, 1930... $ 783,739.67 


Less credit to gains from sale of investments 
1930-31 ' 177,547-39 


> 


$ 606,192.28 
Excess of book over market value June 30, 1931 9, 234,538.21 


Loss in market value 1930-31... $o , 840,730.49 


? The Yale Treasurer's Report for 1930-31 emphasizes the present seriousness of 
this movement. “In the three months since the close of the last fiscal year Yale 
has already suffered substantial losses in the amount of dividends paid on some of 
its holdings of stocks so that at the opening of the new year it is faced with the neces- 
sity of curtailing its educational program” (p. 53). 
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for instance, on June 30, 1929, was $15,000,000 in excess of book 
value. On June 30, 1930, this excess was only $11,000,000 and by 
June 30, 1931, the excess had shrunk to $1,156,951. After allow- 
ing for the fact that small net profits were realized during these 
two years from the sale of investments,’ which decreased the 
excess of market over book value on the remaining investments, 
still a paper loss from decrease in market value of something like 
$13,500,000 for the two years is indicated. 

The reports of Harvard and Columbia universities fail to give 
any adequate indication of the market value of their investments. 
The Harvard Treasurer’s Report lists the securities in detail, and 
on June 30, 1930, the statement was made that in recent years 
there had been an appreciation in the value of the general invest- 
ments which was not taken up on the books. No statement was 
made, however, in the Treasurer’s Report for the year 1930-31 
concerning the market value of stocks and bonds carried on the 
books at a value of $91,000,000. The Columbia Treasurer’s Re- 
port lists the securities in which its funds are invested, but no 
reference is made to market value. The auditors of the report call 
attention to the fact that ‘‘no provision has been made in the 
accounts for shrinkage in market values at June 30, 1931.” 

Shrinkage in market values alone has no importance to uni- 
versities since they invest for income and safety and not for 
profit through appreciation in market value of the capital invest- 
ment. But the marked decreases in market value of investments 
clearly foretell reduction of income from such investments, and 
reduction of income from investments is of prime importance. 

In view of the large paper losses and reduction of income from 
investments which we know have been sustained by some uni- 
versities, it seems timely to look into the investment operations 
of heavily endowed institutions. In this connection it is advisable 
to note the chief sources of current funds in order to observe the 
importance of income from investments compared with income 
from other sources. While a wide survey would be desirable, this 
paper will be concerned with the finances of only four universities, 
Chicago, Columbia, Harvard, and Yale. 


3 Net profits from investments in the endowment and annuity funds of the Uni- 
versity for 1930-31 were only $47,100.81. ‘ 
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MANAGEMENT OF INVESTMENTS 


Great differences in policy have been shown during the last 
few years by Chicago, Columbia, Harvard, and Yale with regard 
to their investments. Yale has exhibited a heavy leaning toward 
stocks and an aversion toward bonds. Harvard has been only 
slightly inclined in the same direction. Chicago and Columbia 
have both developed a strong liking for mortgages. Table I il- 
lustrates these tendencies.* Such diversity raises a question as to 


TABLE I 


PERCENTAGE OF INVESTMENTS* BY CLASSES AS AT JUNE 30 








1920 | 1928 

1 SS = ee ee Ee 

Chicago 
Bonds 61.6 5.9 45.6 5.1 48.9 
Stocks | 31.5 | 30.2 26.7. | 29.3 | 29.2 
Mortgages 6.9 | 23.9 | 27.7 25.6 | 21.9 

Columbia 
jonds... | 42.5 30-3 | 38.3 38.0 | 36.4 
Stocks | 18.7 13.7. | 11.6 11.9 | 13.5 
Mortgages | 38.8 40.4 48.9 49-3 | 40.5 
Miscellaneous o. (| 0.6 1.2 0.8 | 0.6 

Harvard | 
Bonds. . . 69.0 | 69.6 | 66.0 62.0 61.9 
Stocks 16.8 18.7 20.9 | 28.5 31.3 
Mortgages } 14.2 11.7 13.1 | 9.5 6.8 

Vale | 
Bonds | 94.1 49.5 44.1 35.3 | 30.9 
Stocks. | 13.8 32.6 | 37-5 | 47-4 | 54-9 
Mortgages 12.1 17.9 | 18.4 17.3 14.2 

| | | 





* Exclusive of investment in real estate. 


which university has been pursuing the soundest investment 
policy. Again we may emphasize the fact that the treasurers’ 
reports of Harvard and Columbia do not give sufficient detail to 
judge the results of investment operations year by year. 

After observing such radical differences in investment policy as 
is exhibited in Table I with relation to proportional investment in 
bonds, stocks, and mortgages, one might expect an even greater 
divergence in policy when one came to examine proportional in- 
vestment in different classes of bonds and stocks. But, on the 
contrary, in the last four years there has been for the most part 

+ The distributions are consolidated from the distributions in the treasurers’ re- 


ports except in the case of Columbia for June 30, 1920, the Treasurer’s Report for 
that date containing a list of investments but no distribution by classes. 
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close correspondence between the four universities, though in 1920 
there was considerable difference. Chicago and Columbia, how- 
ever, have evidenced contrasting opinions as to the desirability 
of railway and industrial stocks, the former strongly favoring the 
industrials, the latter the railways. 

In the case of bonds, between 1920 and 1928 all four universi- 
ties increased their proportional investments in public utilities 
and industrials and decreased their proportional investments in 
railways and governments. Yale and Harvard not only increased 
their proportional investment in public utility bonds from 1920 
to 1928 but also increased their proportional holdings of public 
utility stocks, Yale increasing its investment from 8.8 per cent of 
its total stock holdings in 1920 to 33.8 per cent in 1928 and 
Harvard, from 19.0 per cent to 34.4 per cent. However, Yale and 
Harvard pursued different ways with regard to industrial stocks. 
While Yale was increasing its proportional investment in indus- 
trial and miscellaneous stocks from 34.7 per cent in 1920 to 46.7 
per cent in 1928 and Chicago and Columbia were likewise sub- 
stantially increasing their proportional investments in industrial 
stocks, Harvard decreased its proportional investment in this 
class of stocks from 44.9 per cent in 1920 to 35.9 per cent in 1928. 

During the last four years proportional changes in such invest- 
ments have been comparatively small. It is interesting to notice, 
however, that there has been a decrease in the average propor- 
tional investment in railway and industrial bonds but an increase 
in investments in stocks of both of these classes. On the other 
hand, there has been an increase in the proportional investment 
in public utility bonds but a decrease in investment in public 
utility stocks. The only outstanding changes have been a con- 
siderable increase in Harvard’s proportional investment in indus- 
trial and miscellaneous stocks from 35.9 per cent in 1928 to 51.2 
per cent in 1931, overtaking Yale’s earlier lead in this direction, 
and Yale’s increase in its proportional investment in bank stocks 
from 1.7 per cent in 1928 to 13.1 per cent in 1931. A noteworthy 
feature of the investment policy of all four institutions is the 
continued small proportional investment in government and 
municipal bonds, the average proportional investment of this 
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kind in 1931 being only 4.5 per cent of all bonds. The compara- 
tively low yield on such bonds doubtless accounts for this. 
Tables II and III summarize these investment policies. 


TABLE II 
CLASSES OF BonpDs AS A PERCENTAGE OF TOTAL INVESTMENT 
IN Bonps—By UNIVERSITIES* 














| 1920 1928 | 1929 | 1930 | 193! 
Railway and Traction | 
Chicago. . 52.5 38.9 36.1 33.3 | 32.3 
Columbia | 58.4 45 | 45.6 40.4 | 47.1 
Harvard | 45-7 | 30.6 31.4 29.0 26.7 
Yale... | 53-1 } 38.8 | 39.0 1.2 44.3 
Average | 52.4 | 38.4 | 38.0 37.2 37-3 
Public Utility 
Chicago i 12.1 32.8 | 36.0 | 42.0 45.9 
Columbia a 4.4 34.7. | 35-1 35.5 35.1 
Harvard. |} 26.6 | 36.7 | 35.1 360.2 | 40.7 
Yale.. | 15.3 26.1 | 26.3 28.2 | 24.8 
Average. . | 4.6 | 32.6 | 33-1 35.5 30.6 
Government and Mu-} 
nici pal 
Chicago. ..........| 13.9 | 5.5 7.4 10.0 7.0 
Columbia | 36.0 6 1.4 a 1.5 
Harvard. | 4.7 2.6 4.9 6.2 4.4 
Yale... |} 18.2 8.5 6.6 5.9 5.0 
Average | 18.2 4.3 5.1 5.8 4.5 
Industrial and Miscel- 
laneous 
eee ..| a0. 22.8 20.5 15.7 15.7 
Columbia 5.2 19.2 17.9 17.0 16.2 
Harvard 23.0 30.1 | 28.6 28.6 28.2 
Yale... 13.4 26.6 28.1 | 24.7 25.9 
Average 4.8 24.7 23.8 | 21.5 21.5 


ee 


* In this and Table III the figures given for Harvard’s investments relate to general investments 
and do not include special investments. In the case of the other universities both general and special 
investments are included. Real estate trust stocks owned by Harvard have been considered as invest 
ments in real estate and not investments in stocks. Columbia's investments in New York City Cor- 
porate Stock in 1920 have been considered investments in municipal bonds. The distribution of Yale’s 
investments has been assembled from the Treasurer’s unpublished statements for the Finance Com- 
mittee for the dates June 30, 1928, 1929, 1930 and 1931, and from the unclassified list of investments 
in the Treasurer's Report for June 30, 1920 

The outstanding difference in investment policy relates, as we 
have seen, to the choice between stocks on the one hand and 
bonds and mortgages on the other. As the market value of invest- 
ment stocks has decreased more than the market value of invest- 
ment bonds and mortgages, we may assume for the present at 
least that a large proportional investment in stocks has been an 
error in investment policy. In the case of Yale we find for instance 
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that of the $9,234,538.21 excess of book value or cost over market 
value of stocks and bonds on June 30, 1931, only $1,071,237.71 
was accounted for by bonds while $8,163,300.50 of the excess 
came from stocks. The decline in market value from cost has 
been only 4 per cent in the case of bonds, 18 per cent in the case 
of stocks.’ 

TABLE III 


CLASSES OF STOCKS AS A PERCENTAGE OF TOTAL INVESTMENT 
IN StocKS—By UNIVERSITIES 














1920 1928 1929 1930 1931 
Railway and Traction 
OE eee 37.2 24.5 23.0 27.0 29.9 
Columbia . , 64.9 57-7 62.5 61.0 64.2 
Harvard. 36.1 19.7 18.3 19.0 17.0 
_. ere 46.6 17.8 16.2 57.3 15.4 
ae 46.2 29.9 30.0 31.1 31.6 
Bank and Insurance 
NES Se ee! ee Seer De caatane a 
Columbia......... 17.6 2.2 ° ° ° 
Harvard.... ° 10.0 8.8 7.9 7.3 
| =e 9.9 z.7 7.2 10.9 13.1 
eee 6.9 3-5 4.0 4-7 5.1 
Public Utility 
Or Te 20.9 17.8 16.7 . 8.8 
Columbia. . ; 10.2 II.0 12.3 s8.¢ 10.2 
ee 19.0 34.4 29.7 23.4 24.5 
, ae popes 8.8 33.8 34.9 20.5 27.9 
Average... ; 14.7 24.2 23.4 18.4 17.9 
Industrial and M iscel- 
laneous 
RRs 5. 6:6 aces 41.9 $7.7 60.3 61.9 61.3 
Columbia. . . 7.3 29.1 25.2 26.5 25.7 
Harvard.... 44.9 35-9 43.2 49.7 51.2 
¥ale.... <sweeel 96.7 40.7 41.7 45-3 43.6 
Average..... 32.2 42.4 42.6 45.8 45-5 

















* The University of Chicago Compiroller’s Report gives investments only by classes and does not 
classify bank and insurance company stocks. Bank and insurance company stocks are therefore in- 
cluded under industrial and miscellaneous stocks, if any were owned by the University. 


In June, 1929, before the stock market crash, Yale had the 
largest proportional investment in stocks (37.5 per cent) of any 
of the four universities. During the decline in stock values over 
the next two years Yale increased its proportional investment in 
stocks to 54.9 per cent. While Harvard pursued the same tend- 
ency, its proportional investment in stocks on June 30, 1931, had 


5 Yale Treasurer’s Report, 1930-31, p. 48. 
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increased to only 31.3 per cent.° Such divergence in investment 
policy raises the question whether heavily endowed universities 
are taking due precautions to secure the best of investment 
counsel. Furthermore, those interested in a university or those 
to whom appeals are made for contributions to a university 
should be able to find out from the Treasurer’s Report the result 
of the financial operations of the university. This cannot readily 
be done unless the report includes a statement of the market 
values of stocks and bonds. While the necessity for such a state- 
ment has been recognized by authorities on university finance 
and accounting,’ we find Harvard and Columbia neglecting to 
give the desired information. 


SOURCES AND EXPENDITURE OF CURRENT FUNDS 
The noticeable feature of university current finance in recent 
years is the decreasing part of total income which student fees 
TABLE IV 


STUDENT FEES AS A PERCENTAGE OF TOTAL INCOME 











University* 1927-28 | 1928-29 








1929-30 1930-31 
i aaa ait ca] mee ani See ee 
Chicago oss 36.1 | 34-5 | 33-3 | 33-2 
Columbia ; 43-9 41.9 38.7 34.2 
Yale 26.8 26.8 24.1 | 24.8 














* Figures for Harvard have not been included in the tables covering income and expenditure since 
the manner of presentation of such figures in the Harvard Treasurer’s Reporis makes comparison with 
the other universities impossible. 


have constituted and the increasing part contributed by invest- 
ments in property. Tables IV and V illustrate this tendency. 


6 It should be remembered that the figure for Harvard’s investments relates only 
to General Investments which the University is at liberty to sell or exchange at its 
discretion while that for Yale relates to both General and Special Investments, the 
latter being securities which must as a rule be held for some time, or even to ma- 
turity, under the terms of gifts made to the University. No figures are available 
showing the Special Investments of Yale by classes of investments as apart from 
General Investments, but since Special Investments constituted on June 30, 1931, 
only 12.7 per cent of total investments, it seems fair to assume that Yale’s great in- 
crease in stock holdings has been the result of policy and not necessity. 

7 Cf. National Committee on Standard Reports for Institutions of Higher Educa- 
tion, Suggested Forms for Financial Reports of College and Universities, July, 1931, 


P. 34. 
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Colleges and universities have followed no definite practice in 
determining the size of student fees and the part of the cost of 
education which they should contribute.* In general, such fees in 
the past have approximated about go per cent of the salary cost 
of instruction. But with the increased cost of education this per- 
centage is falling in spite of increased tuition fees. At the Uni- 
versity of Chicago, tuition fees were 91.6 per cent of the salary 


TABLE V 


INCOME FROM INVESTMENT IN PROPERTY AS A PERCENTAGE OF TOTAL INCOME 





University 1927-28 1928-29 | 1929-30 





Yale... pina oe 49.8 50.9 


| 1930-31 
ee | a ee — oo — 
“Ls | 
Chicago. . . 43.0 44.7 43-5 | 43.9 
Columbia. . . 25.2 27.7 32.6 | 38.5 

52.3 | 54-9 





cost of instruction for the year 1927-28, 86.5 per cent for the 
year 1928-29, and 83.6 per cent for each of the years 1929-30 
and 1930-31. The philosophy of the educator with regard to 
student tuition fees was well expressed by President Lowell of 
Harvard in his annual report for the year 1919-20: 

It has been suggested that the fee should vary in the different classes in 
the College, and in the different departments of the University, in proportion 
to the cost of instruction; and if education were merely a selfish benefit to 
the individual, a luxury in which he could indulge if he felt so inclined, it 
might be provided at cost for those who desire it. But it is not for that pur- 
pose that a university or college is endowed. It confers a benefit, not only on 
the students themselves, but also on the community for which it prepares 
educated citizens and professional men. Being an endowed charity it should, 
in fixing its fees, think not less of the effect on the community as a whole than 
of the cost or the pecuniary return to the student. Moreover, a gradation 
of fees by cost would make education most expensive at some of the very 
points where it is important to the community that it should be given to a 
few men without regard to cost.9 


The declining relation of student fees to costs of education is not 
due, however, to disproportionately increased expense for busi- 
ness administration, care of buildings and grounds, and other non- 


8 Trevor Arnett, College and University Finance (New York, 1922), p. 11. 


9 President’s Report, Harvard, 1919-20, pp. 7-8. 
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educational activities. Table VI indicates, on the contrary, the 
increased proportion of total expense which strictly educational 
activities have comprised. 


TABLE VI 
EXPENSE FOR STRICTLY EDUCATIONAL ACTIVITIES* AS A 
PERCENTAGE OF TOTAL EXPENSES 





University IgIg-20 1927-28 





Yalef.. 63.7 65.5 


1928-2 1929-30 | 1930-31 
— eae ete Re Se es Reseda 
Chicago. . | 97.3 85.2 | 84.9 | 84.3 | 84.7 
Columbia 81.8 83.9 83.9 83.8 83.5 
5 | 64.6 65.0 66.3 
| 





* “Educational Activities” is here used as in the Chicago (¢ ‘omptroller’s Report. It includes salary 
cost of instruction and research, retiring allowances, annuities, and jibrary expense. It excludes cost of 
operation and maintenance of buildings and grounds, business administration, and interest charges. 


t Yale has been spending a larger proportion than the other universities for maintenance, taxes, 
and insurance on property. In 1919-20 this item constituted 22.6 per cent of all expense; in 1927-28, 
19.0 per cent; in 1928-29, 19.5 per cent; in 1929-30, 17.4 per cent; and in 1930-31, 19.4 per cent. 


Aside from income from investments and student fees the 
largest single source of revenue is the item gifts to income. Such 
gifts in 1930-31 constituted 11.1 per cent of Chicago’s budget 
income, 6.0 per cent of Columbia’s income, and 12.7 per cent of 
Yale’s. The uncertainty of gifts to income again emphasizes the 
importance of the invested funds of the university as a source of 
income. In the words of Yale’s Treasurer 

In summarizing what has been written it might be said that perhaps the 
chief element of weakness is that, as the statement of income and expense 
accounts of the various Schools and Departments clearly indicate, many of 
these are still all too inadequately endowed for the work they are doing and 
seeking to do, and therefore too dependent upon appropriations from Uni- 
versity General Income to balance their budgets. This element of weakness 
is accentuated by the equally evident fact that the University is, in its turn, 
too dependent upon gifts to income for general purposes to enable it to meet 
adequately all such demands and to finance properly the requirements of the 
Library, for which additional endowment is essential in the interests of every 
School and Department. The University is also too dependent upon gifts to 
income from special purposes in carrying forward in effective fashion its care- 
fully matured educational program, which would be put in jeopardy by the 
cessation of such annual contributions or by any serious and long continued 
reduction in the yearly income of the University from its invested funds. 


” Yale Treasurer’s Report, 1930-31, pp. 52-53- 
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The importance of income from investments as a means of sup- 
port for the university clearly calls for every effort to obtain the 
most expert investment council. Furthermore, the yearly results 
of investment operations should be given in complete form in the 
treasurers’ reports, something which, as we have noticed, is not 
being done by all universities. 

CONCLUSION 


It has been estimated that the total permanent resources of 
America’s universities and colleges amount to about $600,- 
000,000." Harvard University alone in June, 1931, had $126,- 
902,000 invested in income-producing property. The gifts and 
legacies received by Harvard during the fiscal year 1930-31 
amounted to over $15,500,000, and during the combined years 
1929-30 and 1930-31 Yale received gifts of over $51,500,000. 
Such figures call attention to the fact that many colleges and 
universities have become very wealthy institutions. Some of 
these institutions have accumulated huge investments in stocks, 
bonds, and mortgages, and the income from such investments is a 
large percentage of total income. In many cases income from 
such investments is a much more important source of revenue 
than student fees or gifts to current income. Yet, in spite of such 
importance, no statements are made in treasurers’ reports with 
regard to the means taken to insure wise investment, and in some 
cases the information contained in treasurers’ reports is in- 
sufficient to afford a ready means for judging the results of in- 
vestment operations. It is suggested that more attention be given 
than in the past to this important aspect of university finance. 

Francis W. HopKINs 
NEW JERSEY COLLEGE FOR WOMEN 


" Frank R. Elliott, announcement at the Convention of the American College 
Publicity Association, Chapel Hill, N.C., April 24, 1931, as reported in the New 
York Times, April 25, 1931. 











SHOULD LIFE INSURANCE COMPANIES BE 
PERMITTED TO BUY COMMON STOCKS?! 
I 


T IS impossible to give a dogmatic answer to the question of 
whether or not life insurance companies should be permitted 
to purchase common stocks for their investment portfolios. 

The justification for the existing state control of investments lies 
primarily in an attempt on the part of the states to make as cer- 
tain as possible that policyholders will receive the face value of 
their policy contracts at maturity and that in all other respects 
the obligations of life companies will be met. This objective is to 
be obtained, of course, at the lowest possible cost to the policy- 
holders. 

If the investment managers of life offices were able to predict 
with a high degree of accuracy the changes in the conditions of 
investment markets and of security prices, it is obvious that com- 
plete freedom should be given them in choosing their securities. 
Under these conditions they would be able to adapt themselves 
to the mutable investment environment so that they wouid 
render life insurance services at the lowest possible cost. Whether 
or not they would, then, have common stocks in their portfolio 
would depend on the investment risk position of these securities 
as a satisfactory medium for the funds of life companies. 

Sufficient precedent has been established in favor of the im- 
possibility of both protecting policyholders and of giving com- 
plete freedom to life companies. Accordingly, some arrangement 
must be made to allow just enough freedom so that life insurance 
services can be rendered at the lowest possible cost without jeop- 
ardizing the ability of companies to meet their obligations. It 

t This is an address delivered before the American Economic Association meet- 
ings, December, 1931. Grateful acknowledgment is here made to my students, who 
have given me aid in preparing this address: Mr. E. T. Halaas and Mr. E. W. 
Harder, of the School of Commerce, University of Chicago. 
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involves the necessity of avoiding serious capital losses while 
obtaining, at the same time, the largest flow of income from in- 
vestments. But no one can get both security of capital and secur- 
ity of income. Consequently, it becomes a question of deciding 
what kinds of securities should be allowed in the portfolios of life 
companies without endangering the capital invested at the same 
time that a satisfactory investment return is obtained. 

Since the investment needs of life companies are expanding 
rapidly and the investment security environment is in a continual 
state of flux, the answer to the question of whether or not life 
companies should be permitted to buy common stocks must be 
looked for in (1) a study of the character and the recent trends in 
the investments of life offices up to 1929 and (2) the risks involved 
in allowing insurance carriers to invest a significant portion of 
their funds in common stocks. 


II 


The increasing difficulty of investing life companies’ funds 
is shown by the rapid rise in their admitted assets. In 1906, the 
year after the Armstrong investigation, life companies had more 
than $2,900,000,000 of these assets. This was increased to the 
enormous amount of over $18,900,000,000 in 1930, and by the 
end of 1931 it will probably be well above $20,000,000,000. 
Throughout this period from 75 per cent to 80 per cent of these 
assets were invested in securities, the remainder in policy loans, 
real estate, and the like. The securities were primarily limited to 
(a) farm mortgages, (6) other or urban mortgages, (c) railroad 
bonds, and (d) government bonds. The most significant single 
change up to the World War period in the proportion of admitted 
assets invested in these securities was the increase in farm mort- 
gage holdings. In 1906 their total mortgage holdings were ap- 
proximately 28 per cent of their assets; of these, about 9 per cent 
were in farm mortgages and the remaining 19 per cent in other 
mortgages. Ten years later, by 1916, these mortgage holdings 
increased to over 34 per cent of total assets. This increase came 
entirely in farm mortgages; they represented almost 15 per cent 
of the total assets. Throughout the period the companies invest- 
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ed heavily in railroad bonds, the holdings varying from between 
31 per cent and 34 per cent. The government bonds in their port- 
folio increased from about 7 per cent to over 8 per cent, and their 
public utility investments averaged slightly over 4 per cent.’ 

During the war period, aside from the movement into govern- 
ment bonds, only one important change in investments occurred. 
A considerable reduction was made in the proportion of admitted 
assets invested in railroad bonds. As is shown in Table I, a special 
study of twenty-seven life companies shows that the holdings 
of railroad bonds were approximately 25 per cent of the assets in 
1921, compared to 31 per cent in 1915. The proportion held in 
mortgages was approximately equal to the amount before the 
war—33 per cent in 1921 compared to 32 per cent in 1915. The 
amount held in farm mortgages in 1921 was about equal to the 
amount held in other mortgages—in each class over 16 per cent 
of the assets. And, as was to be expected, the government bonds 
increased from over 7 per cent in 1915 to almost 19 per cent in 
1921, the major increase in holdings being of federal bonds. 

The proportion of assets in mortgages for the group of com- 
panies studied steadily increased throughout the following decade, 
from 1921 to 1929, the increase being from approximately 33 per 
cent in 1921 to over 40 per cent in 1929. This increase was, how- 
ever, almost entirely in other real estate mortgages. Farm mort- 
gages increased slightly until 1924; since then they have been de- 
clining rapidly. In 1929 they were less than 12 per cent of total 
assets, compared to 18 per cent in 1924 and 16 per cent in 1921. 
On the other hand, the proportion of other real estate mortgages 
has been increasing rapidly; in 1929 they were over 29 per cent 
of the assets. 

Railroad bonds continued throughout this decade to decline in 
importance in the portfolios of life companies. In 1929 they were 
about 18 per cent of the assets as compared to about 24 per cent 
in 1921. 

Public utility bonds, on the other hand, became an increasingly 
important part of the investments during the post-war period. 

2 These figures were taken from the annual reports of the Association of Life 


Insurance presidents. 
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From less than 3 per cent of the total investments in securities in 
1921, they increased in significance until in 1929 they were 9 per 
cent of the admitted assets. 

TABLE I 


INVESTMENTS OF A SAMPLE* OF LIFE INSURANCE COMPANIES 
SHOWING PERCENTAGE OF Eacu KIND OF ASSET TO 
ToTaL ADMITTED ASSETS, 1921-29 





























Kind of Asset 1921 | 1922 | 1923 | 1924 | 1925 | 1926 | 1927 | 1928 | 1929 
Farm mortgages........ 116. 76}16.88 18 .02|18.15|17.13}16.06/14. 72/13. 11/11 .84 
Other mortgages... . \16 25|16 95|18.64)20. 28}/22. 74/25 .81/27.32/28.53}29.36 











Total mortgages... ./3 3.01/33.83 36.66/38. 43/39.87/41 .87|42.04)41 .64/40. 20 


F 
, 
| 











Railroad bonds. . ..../23.61/23. 20/22. 73]22.71)21.85|21. 19/20. 32/19. 4118. 26 
Public utility bonds 2.93} 3.41] 3.90] 4.72] 5.97] 7.12] 8 8.97| 8.80 
Industrial ‘and miscel- | 
laneous bonds....... .68) .78) .79] 88) 85) 88) 1.13] 1.27] 1.47 
Total corporation| 
Re EES 27.22/27. 39/27. 42/28. 31/28 .67|29.19|29. 76/29.65/28. 53 
United States bonds. . a 92\10.41| 8.99] 7.07] 5.85] 4.05] 3.30} 2.50] 1.83 
State, county, and munici- al 
pal bonds. .... .| 4.57] 4.17] 3.68] 3.45] 3.17] 2.57] 2.46] 2.50] 3.14 


Canadian and other for-| i 
eign government bonds) 2.34) 2.29] 2.06) 1.66] 1.51] 1.37] 1.24] 1.20] 1.05 
Canadian and foreign gov-| 
ernment state, province, | 


























and municipal bonds. . | 1.15} 1.30] 1.21] ©.21] £1.21] 1.17] 1.37] 1.41] 1.61 
Total government! 
bonds............|/18.98)18.17/15.94]13.30|11.74] 9.16) 8.37] 7.70] 7.63 
Railroad stock.......... |} .40) .30] .20) .20} .20] .20]) .14 26] .30 
Bank stock... . 20} .09 12} .20 20} .15| .13 16] .16 





Miscellaneous stock .13} .10} .10} .OF OI 08} .o8| .40 7 














- ne ‘| 
Public utility stock | 14] .09 07} .03 03 05} .05 34 52 
| 
Total stock..... | 
buiicy loans and sane 
a aha wate ma ioe 26/12.08}11.88 
Collateral loans 
Real estate. . . 


11.81/11. 81/11 .93}13.08 
.02} .05] .07 03 
1.58] 1.69] 1.79] 1.84 











I : 
1.57] 1.55] 1.52] 1.50] 























oe 5.65] 5.78] 5.90] 5.89] 5.88] 6.06] 5.96 





* Includes twenty-seven companies doing business in New York State and other states which 
represent from 85 to 92 per cent of the total assets of all life companies in the United States—adapted 
from a study on “The Investments of Life Insurance Companies’”’ made by E. T. Halaas at the School 
of Commerce and Administration, University of Chicago. 


As was to be expected, in view of the low yield, the holdings in 
government bonds, particularly federal securities, declined. In 
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1929 the holdings in these securities were slightly over a third of 
the amount held in 1921. The federal government bond holdings 
declined to less than 2 per cent of the admitted assets. 

One interesting development occurred during this period that 
must be noticed. Almost as soon as the New York Insurance Law 
permitted the purchase of some types of preferred stocks, the 
companies entered that field, increasing their holdings in stock 
from about .9 per cent of assets in 1921 to twice that proportion, 
or about 2 per cent, in 1930. 

For this sample of life companies, then, the outstanding 
changes during the period 1921-29 were the extraordinary rise in 
the proportion of assets invested in other or urban real estate 
mortgages, the important increase in the holdings in public utility 
securities, the slight rise in stock investments, the decided decline 
in farm mortgage loans, and the very significant decrease in rail- 
road bond holdings. 

But more specifically, what happened to the various companies 
within this sample during the period 1921-29? Table II shows 
that the group of companies studied falls into two main cate- 
gories: those that invest the largest portion of their total assets 
in farm mortgages and those that invest primarily in other or 
urban rea] estate mortgages. Taking the companies that have 
had at least one-fifth of their assets throughout this nine-year 
period in farm mortgages, it is found that they had about 50 per 
cent of their total assets in this security in 1921, approximately 4 
per cent in other real estate mortgages, and 11 per cent in rail- 
road bonds. By 1929 they reduced their holdings to about 33 
per cent in farm mortgages and held slightly less railroad bonds 
but increased their holdings both in other mortgages and in public 
utility bonds. The relative decrease, then, in investments in farm 
mortgages and railroad bonds was offset by their increased hold- 
ings of other real estate mortgages and public utility bonds. It 
should be noted, however, that in 1929 they had more than one- 
third of their total assets in farm mortgages, even though they 
had been reducing the proportion of their holdings of this security 
for a half-decade. 

In the sample companies, those which had at least one-fifth of 
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their total assets in urban real estate mortgages throughout the 
period 1921~—29 had about 24 per cent of their total assets in this 
security in 1921, about 27 per cent in railroad bonds, and only 
about 6 per cent in farm mortgages. By 1929 they had increased 


TABLE II 


EXTENT OF SPECIALIZATION IN SECURITIES FOR THE PERIOD 1921-29 


Kind of Asset 1921 | 1922 | 1923 | 1924 | 1925 1926 | 1927 | 1928 | 192¢ 
929 








As Indicated by Percentage of Each Kind of Asset Held by ‘‘Farm Mortgage 
Investment Life Companies’’* (8 Companies) 





| 


2 


45.8] 44.0] 4 


Farm mortgages 49.5| 48 | 48.2] 2.5] 39.5] 36.2] 33.3 
Other mortgages 4.2] 4 1| 4.5} 4.8} 6.1] 8.5] 10.3] 12.2] 14.0 
Railroad bonds 10.7] 10.1] 10.2] 10.3] 10.3] 9.8! 9.7] 9.2] 9.1 
Public utility bonds ey | 2.8] 4.5 5.6] 6.7] 7.5] 7.6 
Industrial bonds t 2 2} 2 2| 3 3 
U.S. bonds 7.6 7.5| 6.8] 5.6] 4.1| 2.5] 2.0] 1 7| 8 
State, county, and munici-| | | 
pal bonds 5.2] §.2) §.01 §-91 5 6] 5 o} 4 9| 5.0} 4.8 
2 Shae) Bae Bde So Bs Os Ba Ble 
Total securities. ....| 77.2] 75 o| 74.7) 75 | 74.8] 74 | 73.3] 72 1| 69.9 











Mortgage Investment Life Companies” (13 Companies) 





_ l | 


l l 
Farm mortgages 5-6) 5-7} 6.1) 6.1) 5.6) 5.0) 4.4) 3.7] 3.1 
Other mortgages. 24.1| 25.2] 27.7] 30.0] 33.4] 38.0] 37.7] 38.0] 38.5 
Railroad bonds 26.5) 26.3] 25 24.1} 23.0} 22.0] 21.0] 20.3] 18.6 
° ege ba . . 5 
Public utility bonds Tt | 6.3] 7.3] 7.7) 8.81 8.3] 9.0 
Industrial bonds 7 | 8 7 8} o| 81 1.0 
U.S. government bonds 10.9] 10.0] 8.0} 5.4) 4.3} 3.0} 2.6] 1.5] 1.3 
State, county, and munici- | | | 
7 | > > 
pal bonds... | 5-41 5.21 4 31 3.8] 3 8} 3.0) 2.6) 2.6] 2.7 
Total securities 72.5| 72.4] 71.5] 76.5] 78.1] 79.5] 78.0] 75.2| 72.6 
/ e / } ¢ ‘ e pS | 








* No definite data available. 
2 as ee ee of twenty-one life companies, part of the companies in the sample upon 
their investment in urban real estate mortgages to approximately 
39 per cent and increased their holdings of public utilities to 9 per 
cent of their total assets, but decreased considerably their railroad 
bonds to about 19 per cent and reduced their farm mortgages to 
3 per cent. The large increase, then, in holdings of other real es- 
tate mortgages was accompanied by a decline in their invest- 
ments in railroad bonds, and farm mortgages. It should be noted, 
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however, that they invested a very large portion of their assets 
almost 40 per cent—in other real estate mortgages. 

Of the entire sample, only a few companies were found that did 
not have at least a fifth of their assets throughout this period ei- 
ther in farm mortgages or in other real estate mortgages. These 
companies in 1921 had 34 per cent of their total assets in farm 
mortgages, about 3 per cent in other real estate mortgages, and 
about ro per cent in railroad bonds. By 1929, however, these com- 
panies had succeeded in diversifying fairly evenly their list among 
the limited group of securities. Their total assets were divided as 
follows: approximately 16 per cent in farm mortgages, 14 per cent 
in public utilities, 11 per cent in real estate mortgages, and 10 
per cent in railroad bonds. They increased greatly their holdings 
of public utilities and other real estate mortgages while decreasing 
their farm mortgage holdings to less than half. Their railroad 
bond holdings remained about the same. 

It is evident from the foregoing analysis that the trend of in- 
vestment since 1921, in contrast with the decade prior to the war 
period, is away from farm mortgages. The tendency to reduce the 
holdings in railroad bonds continued in this period as well as in 
the earlier period. The popularity of other real estate mortgages 
and public utility holdings has increased considerably. In addi- 
tion, it should be noted that only a very small portion of the sam- 
ple indicates a well-diversified group of securities; the others are 
heavily involved either in other real estate mortgages or in farm 
mortgages. Not only have the life companies been investing in a 
limited field, but even within this field they have not diversfiied 
widely. 

How well did these life companies fare with these rather limit- 
ed, and in many instances specialized, investments? Although the 
investment record in regard to security of capital for the period 
between 1906 and 1929 may well be considered very satisfactory, 
there were times when difficulties arose. These difficulties, how- 
ever, seldom embarrassed any company so that it was unable to 
pay its contracts when they matured. Since 1906 only six life 
companies have failed. These were all very small companies, and 


3 This is shown by their specialization either in urban or in rural mortgages. 
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no doubt their financial difficulties arose out of unfavorable mor- 
tality experiences as related to their underwriting as well as out of 
investment losses. 

In addition, between 1906 and 1929 action was taken by the 
National Convention of Insurance Commissions on the valuation 
of securities. In 1907, 1917, 1918, 1919, 1920, 1921, and 1931 it 
was suggested that insurance commissioners allow the use, even 
for those securities which life offices value at market, of a higher 
value than the one the market showed at the end of these years. 
It is common knowledge that if the assets of life companies were 
evaluated at market (assuming some kind of market value could 
be obtained for even farm mortgages and city mortgages), many 
of them would have been “technically”’ insolvent during the pe- 
riods 1907-8, 1914-15, 1918-19, and 1920~21, if the test of sol- 
vency from the policyholder’s viewpoint is to be found in the 
amount of surplus of a company. This surplus item often varies 
from 3 per cent to 8 per cent, averaging around 6 per cent of total 
admitted assets. It is, therefore, evident that a relatively small 
decline in security market values is likely to put a company in 
a “technically” insolvent position. Declines of this magnitude 
often occur in depression years even in the prices of the highest- 
grade securities. 

As is shown in Table III, the average return on the investment 
of life companies during the period between 1906 and 1921 was 
above the average yield on high-grade bonds. The return on the 
investments of one hundred life companies varied between 4.7 to 
5.0 per cent and averaged about 4.8 per cent ;* whereas high-grade 
bonds yielded between 3.4 and 5.2 per cent, averaging 4.0 per 
cent. 

From 1921 to 1929 the same general relationship existed. For 
the entire decade the companies in the sample which invested 
primarily in other real estate mortgages earned about 5.3 per 
cent; those that invested primarily in farm mortgages earned 
about 5.5 per cent; and the companies whose assets were more 
diversified earned about 5.4 per cent. The average return on 


4 See Spectator annual life insurance reports for method used in obtaining these 
figures. 
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sixty high-grade bonds was lower, approximately 4.8 per cent; 
and the average return on forty-five high-grade public utility, 
railroad, and municipal bonds was even lower, about 4.7 per cent. 

This excess return on the investments of these companies over 
the yield on high-grade bonds made it possible for these companies 
to pay an average rate of interest on instalment settlements and 


TABLE III 


AVERAGE RETURN EARNED ON INVESTMENTS OF LIFE COMPANIES 























(z) (2) » (3) ;, (4) ' (5) 
a ee 
; Earned by art I 3 “Other “Common Average 
ee Life Ce Mortgage _ In-! Mortgage, 1 - » High-Grade 
Life Com- vesting” Life | Investing vesting Life Bond Yields 
panies Companies a” Company 
1921.. 5.29 5.58 5-35 5-77 5.74 
1922 §.23 5.02 5.2 5.90 4.53 
1923 5.38 5.69 5.50 5.89 4.88 
1924 5.38 5.60 5.39 6.06 4.73 
EE ie ein 5.34 5-42 5-7 6.09 4.01 
1926 5.29 5.34 5.38 6. 36 4.39 
1927.. 5-32 5.40 5-35 6.47 4.30 
1928 ; 5.30 5.42 5.37 6.58 4.32 
1929... sachet heel 5.33 5.66 5.39 6.67 4.57 








Column 1.—From Spectator Life Insurance Company reports. 

Column 2.—From a special study of twenty-one life companies, part of the 
sample of the companies upon which Tables I and II are based. 

Column 3.—Index of bond yields (15 railroads, 15 public utilities, 15 municipals), 
Standard Trade and Securities Service. 

Columns 4 and 5.—From Best’s Life Insurance Company Reports. 


on dividends left to accumulate in many cases as high as, and 
in some instances higher than, the average yield on high-grade 
bonds. 

It is clear, therefore, that the investment policy of life com- 
panies since the Armstrong investigation, has resulted in condi- 
tions, as far as dollar values are concerned, that might well be 
considered satisfactory. From the point of view of the policyhold- 
ers, the capital losses were insignificant and the rate of return 
they received on their “investments” with life companies has been 
fully as high as the return on high-grade bonds. A large portion of 
the explanation for this satisfactory investment situation lies in 
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the fact that these life companies have invested a large part of their 
funds in mortgages which were yielding throughout this period a 
return much higher than the one obtainable on high-grade bonds. 
They could not conservatively have sold their life insurance serv- 
ices as cheaply as they did without the ability to invest in these 
mortgages, and perhaps, too, without specializing, as they did, 
in one type or another of these mortgages. 

In terms of the trend of investments will life companies be able to 
continue this rather satisfactory dollar-value investment history? 
If the life companies as a group continue to reduce their farm 
mortgage investments as rapidly as they have in the past five or 
six years, they will have an insignificant amount in this security 
by the end of a decade and in the meantime will have to seek 
other investment sources. It is interesting to note in this connec- 
tion that the most striking reduction in farm mortgage loans was 
made by the companies (in the sample) that are apparently 
specialists in this type of investment. If the present trend con- 
tinues in regard to investments in railroad bonds, the life com- 
panies as a whole will have within a decade a very small portion 
of their assets in this form of security. These two significant in- 
vestment tendencies will force them, if they continue, into an in- 
creasing amount of other real estate mortgages, public utility 
bonds, and federal and state bonds. To some extent, too, they will 
be able, under existing legislation, to enter, on a larger scale than 
thev have in the past, the investment field of industria] bonds, 
foreign government bonds, and certain preferred stocks. 

Sufficient evidence is available to indicate that the tendency to 
reduce the amount of investment in farm mortgages will continue. 
The satisfactory character of farm mortgages as an investment is 
ultimately dependent upon the income of the farms. Available 
figures show that their gross income for 1930 may be more than 
20 per cent below the average level between 1925 and 1929, and 
for 1931 the income will be, no doubt, still lower. Unless we wit- 
ness a decided restoration of industrial prosperity,’ these incomes 
are likely to continue at very low levels. Even though we do ex- 
perience business improvements, with the trend discernible in the 


5 Industrial prosperity probably will be accompanied by agricultural recovery. 
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prices of farm products, it is difficult to believe that the income 
of farmers will be restored to a position where the existing mort- 
gage loans based on recent land values will afford as satisfactory 
a field of investment as they did between 1904 and 1924. 

Recent developments in regard to the financial status of rail- 
roads have borne out the fact that life companies were wise in 
reducing the proportion of their total assets invested in railroad 
bonds. The available information indicates that this field of in- 
vestment is not likely to be as desirable as it has been in the past. 
Here, too, the trend in regard to earnings has been unsatisfactory. 
Between 1890 and 1g10 net earnings of Class I Railways were 
30 per cent of operating revenues; between 1911 and 1917 they 
were approximately 25 per cent; and between 1921 and 1930 they 
were approximately 17 per cent. In 1931 the net income will prob- 
ably be even a smaller percentage, approximately 12 per cent.® 
The trend in the net earnings to operating revenues, then, is 
decidedly downward. No doubt, with the revival of industria! 
prosperity the earnings will improve, and as a result the invest- 
ment value of railroad securities will be more secure. But these 
securities, high-grade railroad bonds included, may never be re- 
stored to their past position as investment outlets for life insur- 
ance funds.’ 

If our position in regard to the future prospects for farm mort- 
gages and for railroad bonds as investment media is correct, it 
means that between 25 per cent and 30 per cent of life company 
assets of the next decade will have to be in a form other than 
the present kinds of securities. Assuming that no more than 5 
per cent to 10 per cent should be put into federal and other gov- 
ernment bonds, the two major sources left for the 35 per cent to 
45 per cent of the remaining assets invested in securities are city 
mortgages and public utility bonds.® 

Is it advisable for life companies to expand their holdings in 
these fields? Some evidence exists that difficulties probably are 
being now encountered with city mortgages, even though they 

® Data obtained from Interstate Commerce Commission reports. 

7 In view of the other means of transportation now available. 


8 According to recent investmert trends. 
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usually constitute an excellent investment for funds of life com- 
panies. One of the New York newspapers carries a long list of 
real estate bonds quoted on the New York Real Estate Exchange. 
On a recent date there was no market for almost one-half of the 
issues, and the depreciation on the remaining portion was more 
than 50 per cent.? No doubt, the real estate loans made by life 
companies have not depreciated to this extent, but obviously ur- 
ban mortgage loans have not been immune to the recent depressed 
conditions. It should be noted, too, that it would be very surpris- 
ing if the enormous growth in construction activity between 1921 
and 1928 will be repeated between, let us say, 1931 and 1938.” 
Consequently, a reasonable conclusion is that with the expanding 
available funds of life companies much more than 30 per cent 
could not advisedly be invested in these urban real estate mort- 
gages. 

High-grade public utility bonds, according to investment 
trends, constitute the remaining significant field for the life com- 
panies’ funds that are leaving the farm mortgages and railroad 
bonds. The outstanding disadvantage of these securities is that 
they are not likely to earn a sufficient amount to maintain the 
going rates of return of life companies to policyholders. In addi- 
tion, if commodity prices will tend downward during the next 
decade or so these bonds, as well as other high-grade bonds, are 
likely to go up in value; this will make it even more difficult to 
obtain an adequate yield. 

The other miscellaneous securities that are likely to be pur- 
chased in increasing amounts for the portfolios of life companies 
either are not likely to yield a return that would make possible 
the furnishing of insurance services at present costs or are not 
greatly different from common stocks in the risks involved. Fed- 
eral government bonds are not likely to yield an adequate 
amount. Industria] bonds, although in many cases affording an 
excellent investment, are also not likely to give a sufficient return. 
Foreign bonds are likely to be subjected to many political factors 


® Toward the end of December, 1931. 


% During the period 1921-29 some of the construction activity that “‘normally” 
would have been performed during 1916-19 had to be taken care of. 
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that are exceedingly difficult to forecast. Investigations show that 
preferred stocks are not sufficiently different from common stocks 
to justify fully entering one field without entering the other.” 

To sum up, then, the character and recent trends of the in- 
vestments of life companies: Life companies have been invest- 
ing their funds in a limited group of securities. To a consider- 
able extent the companies have been specializing either in farm 
mortgage loans or in other real estate loans. The specializa- 
tion in these two types is probably responsible for the ability of 
the companies to pay during the last decade an average interest 
rate to policyholders about as high as, and in many cases higher 
than, the average yield on high-grade bonds. Two of their fields 
of investment have been decidedly narrowing: farm mortgages 
and railroad bonds. It is not at all certain that the increase in 
the proportion of assets invested in other real estate mortgages 
during the last decade should continue. Accordingly, under the 
existing legislation and the trends of life companies’ investments, 
the change is likely to be in the direction of purchasing a larger 
portion of public utility bonds, other bonds, and preferred stocks. 
An increase in the proportion of assets held in high-grade bonds 
probably will make it impossible to furnish life insurance service 
as cheaply as it has been rendered. Consequently, the invest- 
ment history of life companies, particularly since 1924, points to 
the need of a wider field of investment and one in which a wider 
diversification will be possible. This was somewhat borne out by 
the rapid increase in preferred stock holdings as soon as New 
York permitted life companies to invest in these securities. 

It should be noted here that while railroad bonds and farm 
mortgages have been falling from “investment grace,”’ the invest- 
ment values of common stocks relative to other types of securities 
has improved. It has been only recently that we have had avail- 
able a ten- to fifteen-year record of many of our large corpora- 
tions. Many of them were in the infant stage prior to 1910. 


See J. R. Jackson, ‘Common and Preferred Stocks as Investments,” Journal of 
Business of the University of Chicago, I (1928), 414. The assumption is made that the 
life companies are not interested in investing a significant portion of their funds in 
short-time securities, such as, commercial paper, bankers’ acceptances, etc. 
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Between 1916 and 1921 corporations have paid on an average over 
$2,500,000,000 in dividends annually. Even in the depression 
year 1921 they paid approximately $2,600,000,000, and since 
then have been increasing their payments each year up to 1929, 
when they paid over $5,000,000,000. This means, of course, that 
a well-diversified group of common stocks are income producers. 
At the same time the corporations have been reinvesting large 
amounts from their annual earnings. The average reinvestment 
each year between 1922 and 1929 has been well above $2,000,000,- 
000, or approximately 15 per cent of their average net incomes.” 


Ill 


In view of these conditions, this needed wider field of invest- 
ments for the funds of life companies might well be afforded by 
common stocks. What are the risks involved for a life office of 
investing in equity securities? 

Life insurance companies ordinarily are in a very strategic posi- 
tion with reference to the hazards involved in investing in securi- 
ties, mainly because they seldom are in a position which necessi- 
tates the reduction of their aggregate holdings. An industrial 
firm which holds a portion of its assets in securities may have to 
sell its securities from time to time in order to meet the ever 
changing financial requirements of its own affairs. Banks have to 
vary the volume of their holdings to balance variations in their 
loans to customers and in the demands of their depositors. But 
when insurance carriers sell securities, it is practically always to 
buy other securities. 

This strategic position arises out of the relationship that exists 
between income and outgo of life companies. Excluding policy 
loans and forfeiture values which in reality reduce the reserve 
liability, the annual total expenditure of all life companies has 
varied between 64 per cent and 72 per cent of the annual total 
aggregate income between 1904 and 1930, as is shown in Table 
IV. In the sample of companies investigated the highest average 
ratio for the entire period for any one company was 8o per cent, 


12 See forthcoming bulletin on a ‘“‘Decade of Corporate Income, 1920 to 1929,” 
by the writer, to be published by the University of Chicago Press. 
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and the lowest 58 per cent. And at no time during this period did 
any company have a ratio above 95 per cent in any one year. 
Evidence of the fact that the annual income of life insurance 
companies has been more than sufficient to meet their expendi- 
tures is also afforded by the record of steady annual increases in 
total investments of all companies. Since 1904 the annual in- 
crease in admitted assets has never been below $40,000,000, and 


TABLE IV 


RELATION OF TOTAL EXPENSE TO TOTAL INCOME AND 
or ToTaL EXPENSE TO PREMIUM INCOME OF 
AL Lire CoMPANIES, 1904-30* 











Descestene Percentage —_— Percentage 
- of Total Ex- of Total 7” of Total Ex- of Total 
ear Expense to Year 1 Expense to 
pense to To- + stem ling pense to To- see san 
tal Income eset tal Income Sateen 
1904. 65.4 80.3 1918. | 75.4 100.5 
1905 64.1 79.8 1919 70.9 87.0 
1906 63.9 81.1 1920. | 67.9 86.5 
1907 64.7 82.3 1921 | 66.1 83.9 
1908 . 66.5 85.7 1922 | 69.5 88.6 
1909 67.6 89.4 1923 68.6 87.7 
1910 69.2 gI.1I 1924 67.1 85.4 
IgII 69.4 Q1.7 1925 64.2 81.2 
1912 70.4 93.5 1926 63.8 80.9 
1913.. 69.9 92.4 1927 62.5 79.8 
1914. 71.5 04.5 1928. 62.3 81.0 
IgI5.. 67.2 86.9 1929. 66.5 86.0 
1916... 70.9 93.4 1930. 69.6 90.8 
1917 ee 67.7 RSE Cree ree 























* From the insurance yearbooks of the Spectator Company. 


since 1921 it has averaged annually well above $500,000,000." 
Part of this annual increase, of course, arose from an increase in 
the number of life companies from year to year. A very large por- 
tion of the increase, however, arises out of incomes exceeding 
expenditures." 

Accordingly, leaving aside legislative requirements, the value 
of the securities in the portfolio of the average life company may 
fluctuate without impairing its ability to meet its dollar obliga- 

3 Data obtained from Spectator Life Insurance Company reports. 


™ Excluding policy loans and forfeiture values. 
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tions as long as the past relationship of an annual excess of in- 
comes over expenditures continues. 

What is even more striking is that the premium income (i.e., 
the total income less investment income) for all companies has 
usually outrun the expenditures."* The annual aggregate total ex- 
penditures of all companies have varied from 80 per cent to 101 
per cent of the aggregate premium income between 1904 and 1930. 
The high ratio occurred in the influenza epidemic year 1918. 
Since then, however, the range has been lower, between 81 per 
cent and g1 per cent. In the sample investigated, the highest 
average ratio of any one company was 111 per cent and the lowest 
76 per cent, although during occasional years the ratio has been 
for one company as high as 130 per cent to 140 per cent. Conse- 
quently, not only can the value of the securities fluctuate adverse- 
ly, but the amount of income obtained from these investments 
can vary to some extent without dangerously impairing the abil- 
ity of the average life office to meet its dollar obligations, if we do 
not take account of legislative requirements. It is evident, of 
course, that the average company is likely to be much more de- 
pendent on a narrow variation of its income than on an equally 
narrow fluctuation of the value of its investments. 

These data indicate that life companies are in a position to 
invest a significant portion of their assets, at least up to, let us 
say, 15 per cent, in securities that fluctuate both in value and to 
some extent in income return from year to year, providing, of 
course, that over a long period of time, say ten to fifteen years, 
the value does not decline and the income return is satisfactory. 
What evidence is available indicating that common stocks are 
securities which afford over, say a fifteen-year period, the oppor- 
tunity to invest funds without taking serious risk of loss of 
capital? 

Taking the index of industrial stock prices going back to 1875, 
it is found that if a diversified list of common stocks were pur- 


16 


*s As long as the Americans will continue buying increasing amounts of life in- 
surance, this strategic position for life companies will exist, even though the rate of 
increase in population may tend to decline. 

6 See Review of Economic Statistics, October, 1926, and Schabacker’s Stock Market 
in Theory and Practice. 
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chased at the “highs” and kept for a period ranging between six 
and twelve years, no capital losses would have been incurred. 
One case excepted, the stock prices always reached a new peak 
in their major moves. In the meantime, that is, between peaks, 
they reached low levels relative to their peak prices ranging from 
declines of 20 per cent to 50 per cent. Between 1872 and 1929, 
then, on the basis of this record any well-diversified list of indus- 
trial stocks would have afforded an investment that would not 
have resulted in a capital loss even if it were purchased every time 
at peak prices, providing, of course, it was held in some cases as 
long as twelve years." 

This rough measure is sufficient to show that even an inactive 
and incompetent investment policy in regard to common stocks 
does not jeopardize the capital invested, if the group of stocks 
considered is large enough to move with the average changes of 
stock prices. Evidence showing the satisfactory character of 
stocks as an investment is described in the work of such investi- 
gators as E. L. Smith in his various studies of common stocks, 
Dwight C. Rose in his study of the investment records of five 
insurance companies presented in his book, Jnvestment Manage- 
meni, and in an investigation made by H. E. Raynes, secretary of 
the Legal and General Assurance Society of England in his article 
on “The Place of Ordinary Stocks and Shares in the Investment 
of Life Assurance Funds.”* All of these studies show that prior 
to 1929 not only from the point of view of income but also from 
that of safety a well-diversified list of common stocks was decided- 
ly a better proposition for the ordinary long-term investor than 
an investment in bonds. 

But unfortunately, these investigators wrote before the drastic 
decline in stock prices of the thirties. Doubtless, the investment 
advantages of common stocks shown in the “‘tests’’ presented in 
their studies would disappear to a considerable extent if it were 
assumed that sales of stocks had to be made at the stock price 
levels of 1931. On the other hand, if it is assumed that prices may 

The percentage decline in the 1929-32 decline in industrial stock prices was 


much greater. 
8 Journal of the Institute of Actuaries, Vol. LX (July, 1928). 
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go up to a considerable extent from their present low levels, the 
results of their ‘tests’ will still be favorable toward common 
stocks. 

The whole matter depends to a considerable degree on whether 
or not the investor buying common stocks can hold them for a 
long enough period of time to avoid the losses which may occur 
from the wide fluctuations in price. If the investor can hold 
through periods of depressed prices, the chances of loss of capital 
for a well-diversified list of common stocks is not likely to be much 
greater than that for bonds or even mortgages. In this connection 
it should be borne in mind that during depressed periods in stock 
prices the other securities have gone down in value as well. From 
the available data in regard to real estate conditions, both city 
and farm, there is not much doubt that the value of mortgages 
has gone down considerably during the present depression period 
and in many cases the securities themselves are not salable. The 
price lists of mortgage bonds indicate this unfavorable condition 
clearly for urban real estate mortgages. The quotations of Fed- 
eral Land Bank bonds and joint stock bank bonds show a similar- 
ly undesirable situation in connection with farm loans. And, of 
course, we all know what has happened to the prices of the highest- 
grade bonds. 

It should also be noted that all these securities, as well as 
common stocks, will continue at their depressed values as long as 
industrial recovery has not been attained. When a revival does 
occur, all of them will doubtless increase in value; and it is reason- 
able to anticipate that common stock prices within the next dec- 
ade will recuperate much more than the value of the other securi- 
ties, once revival sets in. 

The remaining difficulty, then, for life companies in purchasing 
common stocks arises out of legislative valuation requirements. 
At the present time the methods of valuation of the assets of life 
companies are inconsistent. Mortgages are usually taken at cost, 
and bonds, at amortized values; whereas preferred and common 
stocks are valued at their market prices. In times past, insurance 
commissioners were evaluating bonds at market values; but, rec- 
ognizing that this method occasionally resulted in financial em- 
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barrassment to companies that would be able to meet their ob- 
ligations, they adopted the amortized method of valuation. On a 
number of occasions in the past, as well as in 1931, the insurance 
commissioners suggested that other than market values, even on 
preferred stocks, be taken for the same reason. Under these cir- 
cumstances it would be reasonable to depart from a strict market 
valuation of stocks when occasion warrants it, if common stocks 
are on other grounds a satisfactory investment security. It should 
be noted here, too, that the possibility of adopting a valuation 
other than market for common stocks is not a dangerous pro- 
cedure because most companies often overestimate the legal re- 
serves necessary. 

The foregoing analysis indicates that common stock invest- 
ments for life companies are not likely te be hazardous because 
life companies are not put in a position in which they have to sell 
these securities at any particular time. Further, if the low com- 
mon stock prices of the thirties represent a passing phase in the 
history of security valuation, in all probability common stocks 
will afford an excellent investment both from the point of view 
of safety of principal and of income, particularly if they are pur- 
chased at their present low levels. What is more, if the alter- 
native is mainly a group of public utility bonds and city mort- 
gages, equity securities become even more attractive for life com- 
panies than they are on the other grounds because they will afford 
a wider diversification for the invested funds. 


IV 

If the ideal objective of the legisiatures is to make it possible 
for insurance companies to put themselves, so far as they can, 
into an investment risk situation where they are earning a satis- 
factory rate of interest on their funds at the same time that their 
uncertainty of serious depreciation of capital invested over, say a 
fifteen-year period, is at a minimum, then, in terms of the analysis 
just made, the average life company should be permitted to buy 
common stocks at the present time up to about at least, let us 
say, 15 per cent of its total admitted assets. In proposing this 
additional freedom, it is, of course, assumed that the average life 
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company will carry out an “active investment policy,” constantly 
watching and revising its investment portfolio without attempt- 
ing to make speculative profits. There is no golden rule for ob- 
taining security of capital at the same time one obtains a large 
and secure income. Whether a given company succeeds or fails 
in its attempt depends on the management. But what is needed 
now, more than ever before, is the opportunity to invest one’s 
funds in all types of securities. Making it possible for life com- 
panies to buy common stocks for a long-term investment will help 
a great deal without jeopardizing the “‘sacredness’’ of the pre- 
mium accumulations. 

The investment environment is not at the present time what it 
was shortly after the Armstrong investigation, when many of the 
states passed legislation prohibiting the purchase of common 
stocks. The investment field for life companies has been narrow- 
ing at the same time that the investment position of common 
stocks has been decidedly improving. It may be noted here that, 
if additional safety is needed, it is possible for legislatures to put 
restrictions on the type of common stocks that may be purchased. 
They may limit as to industries, as to companies, as to the amount 
of various stocks in terms of industries and companies, and as to 
selections in accordance with a past income record. But all of 
these are details which can be handled in one way or another de- 
pending on the purposes in mind and the administrative difficul- 
ties involved. 

It should be noted that we have assumed throughout our dis- 
cussion that the obligations of life companies are only dollar ob- 
ligations. Legally, that is obviously so. And, therefore, the com- 
mon-stock issue should be answered first in terms of this situa- 
tion. But if legislatures are anxious to allow life companies to 
guard against currency depreciation, there is an added justifica- 
tion for common stocks in the investment portfolios of life com- 
panies. Equity securities afford practically the only available pro- 
tection against currency depreciation. Life companies would be 
able to pass on this “protection” to policyholders primarily 
through the payment of dividends. 


S. H. NERLOVE 











THE REICHSBANK IN THE FINANCIAL 
CRISIS OF 1931 
REVIEW OF THE CRISIS 

O DETERMINE the many and varied causes of the 

world financial crisis of 1931 would be an extremely diffi- 

cult, not to say a hopeless, task. In themselves, the 
causes constitute a complete tangle of economic, political, and 
psychological factors, some dating as far back as the World War 
and the Treaty of Versailles. The heavy burden of reparation pay- 
ments imposed upon Germany; the necessity of financing these 
payments through foreign credits; the increasing private debts of 
Germans to foreigners; the American stock market boom; the 
cessation of long-term foreign investments by Americans, and the 
consequent financing of long term credit needs through short term 
methods; and, finally, the long and severe economic depression— 
these are, roughly, the principal developments leading to the 
breakdown of 1931. 

The immediate impetus to the crisis was provided by the Ger- 
man elections in the fall of 1930, the startling victory of Adolf Hit- 
ler’s party, the possibility of a fascist Putsch, and the imminent 
danger of civil war, all of which naturally alarmed foreign credi- 
tors. A flight of capital from Germany resulted, causing heavy 
withdrawals of gold and foreign exchange in the first two months 
of 1931. The strain on the German reserves was so severe as to 
bring the question of a possible suspension of debt payments by 
Germany into the foreground. 

The situation improved somewhat during the succeeding few 
months. The Reichsbank recovered some of its reserves and con- 
fidence was restored gradually. Even so, the world was still ap- 
prehensive about Germany, and the horizon was carefully watched 
for any unfavorable sign. It was not long before the collapse of 
the large Viennese bank, the Oesterreichische Credit Anstalt, gave 
the signal for a new run on Germany and the rest of central Eu- 
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rope. The failure of the Austrian bank was of tremendous im- 
portance, inasmuch as about two-thirds of the nation’s industries 
depended upon it for their credit requirements. It was feared that 
the failure of this bank, with its extensive ramifications, would 
have far reaching effects on neighboring countries and it was for 
this reason that foreign creditors hastened to withdraw their 
funds from Germany. Upon the initiation of this second run, the 
German banks in turn recalled their balances from the neighbor- 
ing countries which were their debtors. 

Austria, Hungary, the Baltic countries, Danzig, and Roumania 
were first affected by the German crisis. Withdrawals of German 
funds from these countries left their already weakened and quite 
unsatisfactory banking systems in a dangerous condition. Latvia 
restricted cash payments. Danzig and Hungary had to declare 
bank holidays. 

Confidence in the stability of international finance generally 
broke down, resulting in the repatriation on a huge scale of for- 
eign balances by lending countries. Particularly France, the larg- 
est of the short-term creditors, exerted great pressure on Ger- 
many, England, and other debtor countries. Official discount 
rates were raised in one country after another to stop the out- 
flow of funds, but, as might have been expected, with little result. 
Once creditors have become panicky, no rate, however high it 
may be, will restore lost confidence. 

Continuous sales of sterling forced British exchange below the 
gold-export point, and large quantities of gold were shipped from 
London. Twice the Bank of England raised its discount rate 
(from 23 per cent to 43 per cent) in a futile effort to stem the 
flight of capital. In view of the seriousness of the situation the 
fiduciary note issue of the Bank of England was increased by 15 
million pounds for a three weeks’ period on August 1, and credits 
of 25 million pounds each were obtained from the Bank of France 
and the Federal Reserve banks. A further credit of 80 million 
pounds, secured from private banking groups in New York and 
Paris, was required by the end of August and brought temporary 
relief. Meanwhile, however, the political situation became in- 
creasingly unfavorable. The Labor government, unable to bal- 
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ance the budget, had resigned. A cabinet was formed by the joint 
Labor, Conservative, and Liberal parties. The Labor unions re- 
sisted attempts at wage cuts and demanded that inflation be re- 
sorted to as a means of combatting the crisis. Finally, the mutiny 
in the British fleet, revealing the difficulties the government would 
encounter in its policy of wage reductions, was the basis for 
a renewed flight of foreign and domestic funds, eventually lead- 
ing to the abandonment of the gold standard by England on 
September 20. 

Suspension of gold payments by the Bank of England had im- 
mediate disastrous effects upon a great many countries, the cur- 
rencies of which were tied to the pound sterling, and aggravated 
the already badly disrupted financial situation. Following Eng- 
land, the Scandinavian countries abandoned the gold standard; 
Brazil, Uruguay, and other South American states declared mora- 
toria on external debts; discount rates were raised everywhere; 
governmental control or supervision of foreign exchange dealings 
was resorted to by many countries. The gold standard had quite 
generally broken down, the United States and France being the 
only large countries which continued to adhere to it. 

The financial crisis also reached the United States. The sudden 
“cashing in” of foreign claims led to a loss of almost 800 million 
dollars of gold within six weeks, an event without precedent in 
financial history. Bank failures within the same period amounted 
to 600, also a record. The visit of Premier Laval of France to 
Washington, the agreement reached there as to the co-operation 
between the two countries for the restoration of world finances, 
and the announcement by President Hoover of the creation of the 
National Credit Corporation did much to ease the strain and stem 
the panic, both here and in Europe, though an effective remedy 
for the basic difficulties in the world’s financial ills had yet to be 
found. 

GERMANY’S FOREIGN DEBT AND BALANCE OF PAYMENTS 

As was mentioned before, the breakdown of the Oesterreich- 
ische Credit Anstalt, occurring at a critical moment when foreign 
confidence in Germany had been shaken by the severe economic 
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depression, by the growing menace of Hitlerism and the proposed 
Austrian-German customs union, may be regarded as the starting 
point of the financial crisis. But the fundamental cause of last 
year’s difficulties lies in Germany’s very unfavorable debtor posi- 
tion. As long as her short-term debt continues to be far in excess 
of her gold and foreign exchange resources, her financial stability 
will be threatened. It was in recognition of this, that the Wiggin 
Committee which met at Basle during August of last year urged 
a conversion of part of the short-term debt into long-term obliga- 
tions. 

The Wiggin Committee brought out the following facts regard- 
ing German’s debt: 

During the seven years from 1924 to 1930, inclusive, Germany’s 
foreign indebtedness grew faster than her foreign assets by 18,200 
million Reichsmark. Her total indebtedness increased to 25,500 
million Reichsmark, though this was partly offset by Germany’s 
own investments abroad." 

The German government census of the amount of foreign capi- 
tal in Germany on July 28 showed that the total commercial debt, 
in particular the amount lent at short-term, was even larger than 
was indicated in the available figures which were submitted to the 
bankers’ committee early in August last. This census indicated 
that the total of the advances repayable by Germany at short- 
term, outstanding at the end of July, amounted to almost 12,000 
million Reichsmark. But this figure included nearly 4,000 million 
Reichsmark of non-banking credits, which in all probability were 
not so likely to be withdrawn to the same extent as banking ad- 
vances, and to a considerable extent were offset by direct counter 
assets.” 

Deducting then the 4 billions of open-book credits not likely 
to be withdrawn, there remained a balance of 8 billions of short- 
term credits. In addition to this, interest on the long-term debt 
and reparations payments amounted to about 3 billions per an- 

* This does not include Germany’s debt under the reparations agreement. The 
short-term debt of the Reich was estimated by the Wiggin Committee at 7,400 mil- 
lion Reichsmark. 


2 Young Plan Advisory Committee’s Report, Basle, December 24, 1931. 
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num. Against this, Germany had a favorable balance of trade 
amounting to 1,500 million Reichsmark in 1930 and 2,850 million 
Reichsmark in 1931. The income from services amounted to 
approximately 150 million Reichsmark. This makes a total of 
available exchange of 3,000 million Reichsmark for 1931, when 
Germany had the most favorable balance of trade since the cur- 
rency reform of 1924. 


TABLE I 
GERMANY’S BALANCE OF PAYMENTS FOR 1931* 


(From the Estimates of the Basle Committee; in Millions of Reichsmarks) 


Current items 


Export surplus 2,850 


Income from services 150 3,000 


Reparations 

Direct payments until 
June 30 . .800 

Annuities on Dawes and 





=e Young loans 150 950 


Capital movements 
Surplus of private annuities. 1,350 
Capital withdrawn (net) 4,900 


Gold and foreign exchange: 
Exported by Reichsbank. . . 1,700 
commercial 
I, 300 


Exported by 
banks 
Rediscount and other credits 
(including credit of Central 
Banks and the Bank for In- 

ternational Settlements)... 1,200 


7,200 7,200 


* Source: Deutschland’s Wirtschaftliche Lage an der Jahreswende 1931/32 Reichs-Kredit-Gesell- 


schaft A. G. Berlin 


The current surplus of 3,000 million Reichsmark realized by 
Germany during the past year was hardly sufficient to pay repara- 
tions and debt service—much less to repay any of the 8,000 mil- 
lion Reichsmark of short-term foreign debt. When confidence was 
impaired and the run on the Reichsbank started, it was obvious 
that Germany could not possibly meet all her obligations in gold 
or foreign exchange, except by obtaining fresh credits from 
abroad. 
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REICHSBANK’S PORTFOLIO 
A comparison of the year-end statements for 1930 and 1931 re- 
veals the extent to which the reserves of the Reichsbank were 
drawn upon (Table II). 
TABLE II 

















December 31, | December 31, . - 

103! 1930 Change 
Gold Senne sate 984 2,283 —1,299 
Foreign exchange 172 409 — 207 
Domestic bill holdings 4,144 2,306 +1,778 
Reichsbank note circulation 4,770 4,778 - 2 














The gold stock had decreased by 1,299 million Reichsmark, not- 
withstanding the 630 million Reichsmark credits granted the 
Reichsbank by foreign central banks; foreign exchange holdings 
dropped 297 million Reichsmark. The reduction in foreign credits 
was offset by an increase to a larger extent of domestic credits, re- 
flected in the Reichsbank’s holdings of domestic bills, which in- 
creased by 1,778 million Reichsmark over the year. The Reichs- 
bank’s note circulation, in spite of great demand for cash during 
the crisis, actually declined by 2 million Reichsmark. 

DEVELOPMENT OF THE GERMAN CRISIS 

The breakdown of confidence following the central European 
crisis caused the Reichsbank a heavy loss of gold and foreign ex- 
change. During May some 160 million Reichsmark in gold had 
been exported, more than half to France. In June the flight of 
capital gathered momentum. In the first two weeks the loss of 
gold amounted to 550 million Reichsmark, by the end of the third 
week it had grown to 1,250 million Reichsmark. The mark was 
quoted at a discount in all world markets. After several unsuc- 
cessful attempts by the government to check the run, President 
von Hindenburg personally appealed to President Hoover to act 
in order to save Germany from collapse, and as a result the Hoover 
moratorium was announced on June 19. There followed a breath- 
ing spell for German banks, but before long, when it became ap- 
parent that France desired to place obstacles in the way of the 
moratorium, the flight of capital was resumed. 
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The banks did all they could to offset the withdrawals of foreign 
credits by replacing them with domestic credits. Commercia! 
credits were not restricted by the banks, which relied upon the 
gold and foreign exchange reserves of the Reichsbank to meet the 
foreign demand. In consequence of the replacement of foreign 
credits by domestic credits, the Reichsbank was under a heavy 


CHART I 


REICHSBANK HoLpINGs OF DoMEsTIC BILLS, 1931 
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strain. During June and July, rediscounts were two and a half 
times greater than in the corresponding months of 1930. The note 
cover declined steadily. Even the raising of the discount rate 
from 5 to 7 per cent on June 13 failed to check the drain on the 
Reichsbank’s resources. The crisis had reached a stage where no 
interest rate would have an influence on credit demand. Unusual 
measures, therefore, of individual credit restriction and foreign ex- 
change control had to be taken. On June 24, after continued ship- 
ments of gold from Berlin to New York, the leading central banks 
agreed to extend a credit of 100 million dollars to the Reichsbank, 
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in order to tide that institution over the usual heavy demand 
around the end of the month and to enable it to maintain the 40 
per cent note cover. The note cover had already fallen to 40.4 per 
cent, as compared with 76.2 per cent in the corresponding week 
of 1930. (The loan, originally extended until July 16, was soon ex- 
hausted and had to be renewed several times.) Every effort was 


CHART II 


REICHSBANK NoTE CIRCULATION AND RESERVE RATIO, 1931 
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made by Germany to stop the flight of capital, but with little 
success. On July 7 the thousand largest concerns of Germany 
guaranteed the Gold Discount Bank against losses up to 500 mil- 
lion marks, in the hope of retaining foreign credits. On July 9 Dr. 
Luther flew to London, then to Paris, hoping to obtain further 
credits, but returned on July 11, empty-handed. By the middle 
of July the Reichsbank had used up practically all of its hidden 
reserves, including the 50 million dollars credit of the Gold Dis- 
count Bank, participated in by more than thirty leading banks in 
the United States. It could meet further demands only by tres- 
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passing the gold cover limit of 40 per cent against its notes. A 
collapse now seemed inevitable. 

On July 13 the crisis culminated in the closing of the Darm- 
staedter und Nationalbank and a run on all German banks, which 
followed the breakdown of this large institution. The government 
came to the rescue at this critical moment, guaranteeing the de- 
positors of the Danat Bank against all losses and in various ways 
assisting numerous other banks. The sudden increase in circula- 
tion due to the abnormal demand for money in consequence of the 
run on banks, coupled with continuous loss of gold and of foreign 
exchange, caused the note cover to fall below the legal minimum. 
In the middle of July the legal reserve of 40 per cent against notes 
was suspended, the discount rate was raised to 10 per cent, while 
the lombard rate (rate on loans against securities) was raised to 
15 per cent. Various emergency decrees were issued. Bank holi- 
days were declared and the Reichsbank enforced more rigorously 
the control of credit and of the foreign exchanges. The withdrawal 
of cash from banks and the transfer of deposits were severely re- 
stricted. 

For a few weeks these emergency measures remained in force, 
until by the beginning of August the crisis had passed and the fi- 
nancial world had recovered its balance. Gradually banks re- 
leased deposits more freely, until, in the first week in August a 
complete return to unrestricted payments was possible. To guard 
against new runs at the end of the restriction period, the Reichs- 
bank raised its discount rate to 15 per cent and the lombard rate 
to 20 per cent, on August 1, just before the already modified 
credit restriction was lifted. The partial return of confidence cou- 
pled with these high money rates brought considerable amounts 
of hoarded cash and foreign bills back to the Reichsbank. In the 
first week after the resumption of unrestricted payments, the note 
circulation actually decreased by 78 million marks; the discount 
rate was reduced to 10 per cent on August 12 and was again low- 
ered to 8 per cent on September 2. Meanwhile foreign creditors 
had come to an agreement with Germany to extend their claims 
for six months beginning September 1, during which period they 
were to be paid off gradually in instalments; the first of these was 
due on September 15. 
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The crisis had passed, but the situation nevertheless continued 
unfavorable. Gold and foreign exchange exports, which up to the 
signing of the standstill agreements had amounted to approxi- 
mately 3 billions of marks, continued, though with less momentum 
and in smaller volume than in June and July. Between September 
15 and December 31 gold and foreign exchange holdings of the 
Reichsbank decreased from 1,728 to 1,156 million marks. (Of this 
amount, 630 million represented credits of the central banks of 
England, France, and the United States, the Bank for Interna- 
tional Settlements, and the Gold Discount Bank.) 

This was rather a disappointment as it was thought that Ger- 
many, relieved for the time being of reparation payments, ought 
to be able easily to pay her foreign debts as provided by the Still- 
halte agreement, and also replenish her reserves. The explanation 
for the failure of these expectations to materialize is to be found 
in the fact that the Stillhalte agreement has many exceptions and 
foreign exchange control did not work adequately. Even if all the 
exchange resulting from export surplus between September 1 and 
November 15 had been available to cover the withdrawal of 
funds, there would have been a net loss of gold to the Reichsbank. 
Repayments amounted to 1,020 million Reichsmark. Against that 
there was an export surplus of 920 million Reichsmark, leaving a 
shortage of 100 million Reichsmark. 

Another reason for the continuous shrinking of the gold reserve 
was the abandonment of the gold standard by Great Britain. Low 
sterling exchange rates favored imports from England and repay- 
ment of sterling obligations. Part of the instalments on foreign 
mark deposits were paid before the date fixed by the Stillhalte 
agreement. Also, German business hesitated to draw on English 
credits, guaranteed under that agreement, as long as the stability 
of the pound sterling was not re-established. 


PROTECTING THE MARK 


The principal task of the Reichsbank through this period was 
to maintain the external stability of the currency, which was ac- 
complished in several ways: 

1. By obtaining new foreign credits to take the place of old ones. 
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2. By restricting credit. 
3. By reducing the reserve against notes. 

As stated earlier, the Reichsbank was unable to obtain foreign 
credits until June 26, when a credit of 100 million dollars was 
granted jointly by the banks of England and France, the Federal 
Reserve Bank of New York, and the Bank for International Set- 
tlements. This assistance did not have the desired result. It was 
not timely and the amount was insufficient. 

As to the second means, the restriction of credit at home, the 
Reichsbank was loath to embark on such a policy for fear of the 
disastrous effects which it would have on the already unsatisfac- 
tory economic condition of the country. 

Reduction of the reserves required against notes was opposed 
because of the psychological effects such a step would create, and 
Dr. Luther had repeatedly asserted that he would not permit the 
note cover to fall below the legal minimum. 

Eventually, however, the Reichsbank had to have recourse to 
all these means in order to save the mark. Foreign credits were 
obtained by extending existing ones under the standstill agree- 
ments; the discount rate was raised, credit restricted, and the re- 
serve requirements suspended. 


DISCOUNT RATES 


The official discount rate of the Reichsbank has not nearly the 
same importance in the Berlin money market as those of the Bank 
of England or the Federal Reserve Bank of New York have in 
their respective markets. The Reichsbank is a follower rather 
than a leader in the market. The discount rate is of real signifi- 
cance only when the banks are unable to obtain foreign credits. 

Until June 15 the rate remained at 5 per cent, to which it had 
been raised on October 9, 1930. In spite of the heavy losses of 
gold in the early part of the year the rate was maintained at this 
comparatively low level in an effort to ease the depression. Though 
money rates in other centers were much lower, the higher rates in 
Germany failed to attract foreign capital. 

The crisis in June brought an increase in the discount rate to 
7 per cent. It was hoped that this would reduce borrowings at the 
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central bank and also be an inducement for foreign lenders to 
place funds in Germany. But confidence had broken down so com- 
pletely that the measure had no effect. 

To check the flight of capital the Reichsbank was forced to in- 
stitute foreign exchange control. On June 20 the Reichsbank an- 
nounced that from then on foreign exchange bills would be hon- 
ored only at its windows. Thus the Bank was enabled to deter- 
mine where the demand for foreign exchange originated and also 
terminate the practice then prevailing among the commercial 
banks, of discounting finance bills at the Reichsbank to buy gold 
and foreign exchange. 

As the drain on the Reichsbank continued, the rate was raised 
further to 10 per cent on July 16, but even then the demand for 
credit continued to grow. Banks which experienced runs were 
willing to pay any price for accommodation. In the situation in 
which Germany found herself during the summer of 1931, the dis- 
count rate proved a wholly ineffective weapon. The Reichsbank, 
in order to check the internal drain, had to resort to individual 
credit restrictions. For a short period, from August 1 to August 12, 
the discount rate was 15 per cent. This was intended as a safe- 
guard against renewed runs after normal banking activities were 
resumed. It was recognized that the rate could be reduced as soon 
as the crisis had passed; it was lowered to 8 per cent on Sep- 
tember 2. 

On December 12, in the face of continued withdrawals of gold 
and a steady increase in circulation and in bill holdings, the 
Reichsbank lowered its discount rate from 8 to 7 per cent. At that 
time the stock of gold and foreign exchange had been reduced to 
1,175 million marks, as compared with 1,683 million on August 15; 
and domestic bill holdings had increased from 3,104 million on 
August 15 to 3,881 million. Considering the condition of the 
Reichsbank, a reduction of the rate at that time was contrary to 
all central banking theory and practice, especially since an instal- 
ment of 15 per cent of the foreign mark credits was due for release 
by the middle of the month and also in view of the seasonal tight- 
ening of the money market around the Christmas holidays. More- 
over, there was the danger that by cheapening domestic credit the 
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tendency not to make full use of the credit lines granted under the 
Stillhalte agreement would develop, resulting in further with- 
drawals of gold. 

The action by the Reichsbank followed the government's de- 
cree which lowered prices and interest rates. It was thought that 
borrowings would not greatly increase if the rate were slightly 
lowered but that those who had to borrow regardless of the rate 
they had to pay would have the benefit of cheaper credit and 
would pass this benefit on to the public in the form of lower prices. 


DISCOUNTING OF RUSSIAN PAPER 

An interesting step was taken by the Reichsbank in October 
when it discounted 150 million Reichsmark of Russian bills. This 
was the first time that a large central bank directly financed Rus- 
sian trade. The Gold Discount Bank held 200 million Reichsmark 
of such paper and refused to take any more. The exporters then 
appealed to the Reichsbank which discounted them after the in- 
dorsement of the Garantie und Akzeptbank had been secured. The 
discounting of these bills at a time when the Reichsbank was 
struggling to remain liquid can be explained only by the great im- 
portance of Russian trade for Germany and by the fear that the 
Russian market might be lost unless credits were given liberally. 

CREDIT RATIONING 

Twice before, since 1924, had the Reichsbank followed a policy 
of credit rationing. The first period lasted from April, 1924, to the 
end of 1925. At that time there was a great dearth of credit in 
Germany, and, in spite of fantastically high money rates, foreign 
funds were not attracted; borrowers rushed to the Reichsbank, 
with the consequence that its loans and discounts soared. Yet the 
Reichsbank preferred not to raise its discount rate. If it were 
raised only slightly, the effects would have been insignificant, and 
if it were raised sufficiently high to be really effective, it would 
have interfered with the development of trade and industry. 
Therefore, the alternative policy of credit restriction was adopted. 
The decision as to what paper would be admitted for discount 
rested with Reichsbank officials and was not dictated by general 
principles of liquidity. 
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In June, 1929, before the adoption of the Young Plan, credit 
rationing was again resorted to. Confidence in the mark had 
broken down, foreigners cashed their claims, the Reichsbank lost 
gold and foreign exchange in spite of an increase in the discount 
rate to 7 per cent, and, for a short period, credit rationing had to 
be applied. 

In 1931 the Reichsbank rationed credit from July 16 to Au- 
gust 5, though toward the end of that period the restrictions were 
modified and eased. On August 1, in anticipation of the resump- 
tion of unrestricted payments and the cessation of credit ration- 
ing, the discount rate was raised to 15 per cent, and the lombard 
rate to 20 per cent, but confidence had been sufficiently re-estab- 
lished and no abnormal demand on the Reichsbank developed. 
The period of intense credit restriction brought much of the for- 
eign exchange held by commercial banks back to the Reichsbank, 
the banks being forced to sell their foreign bills to the central bank 
to increase their liquid position. In addition, there was an inflow 
of currency to the Reichsbank, amounting to 78 million Reichs- 
mark. Discounts, which had increased by 1,753 million Reichs- 
mark to 3,462 million between June 6 and August 7, were reduced 
to 2,951 million by August 22. 

Credit rationing is a severe measure and has been resorted to 
only in extreme emergencies. It seldom fails to bring results and 
is without doubt the most effective weapon at the disposal of the 
Reichsbank. 


NOTE COVER, GOLD AND FOREIGN EXCHANGE HOLDINGS 


The Reichsbank was faced with the dilemma of being drained 
of its gold and foreign exchange resources, eventually forcing cur- 
rency devaluation, or of refusing to satisfy the claims of foreign 
creditors, through suspending gold payments, which would also 
have for its effect a depreciation of the currency. Continued heavy 
shipments of gold, particularly to France and the United States, 
were necessary if the stability of the mark was to be preserved, 
and the dwindling of the reserves caused apprehension as to the 
Bank’s ability to maintain the gold standard, which led to further 
withdrawals. Yet, the mark had to be saved and foreign creditors 
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satisfied. After the experiences with currency devaluation from 
the beginning of the war to 1923, such proposals have become ex- 
tremely unpopular with the German public, and, in addition, 
Germany could not have gained from such a step; wages were al- 
ready very low and bonds were mostly payable in gold or foreign 
currency. 


















































CHART III 
REICHSBANK GOLD AND FOREIGN EXCHANGE HOLDINGS, 1931 
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Suspension of gold payments would also have produced ad- 
verse effects on public opinion abroad. Germany was earnestly 
and sincerely trying to meet all her foreign obligations and to 
spare no effort in so doing. Suspension might have been viewed 
as an effort on the part of Germany to evade payment of debts 
and was therefore to be avoided. 


CRITICISM 


The Reichsbank policies were subjected to criticism from sev- 
eral angles. On the one hand, the Bank was criticized for adhering 
to the 40 per cent cover and for seeking to overcome the crisis by 
obtaining foreign credits, instead of drafting all its resources for 
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that purpose; and for having extended credit to commercial banks 
to buy foreign exchange. This criticism is not well founded. The 
Reichsbank did use all resources available, and the foreign credits 
were secured mainly in order to protect foreign creditors. The 
Bank met all foreign claims regardless of the 40 per cent reserve 
against notes. Finally, if the Bank had refused to grant credits to 
commercial banks for the purpose of buying foreign exchange, 
these banks would most probably have closed their doors, which 
would have left little chance for foreigners to obtain their funds. 

On the other hand, the criticism is made that the Reichsbank 
could have overcome the crisis by unrestricted and liberal dis- 
counting. Had the Reichsbank pursued such a policy, the flight of 
capital would have been absolutely unchecked and the Bank’s re- 
serves would soon have been exhausted. It would eventually have 
led to foreign exchange control and freezing of short-term foreign 
loans, with the gold reserves of the Central Bank depleted the 


more. 
SUMMARY 


The Reichsbank was confronted with many difficult problems. 
The mark had to be maintained, foreign creditors satisfied, and 
business furnished funds desperately required. 

The Reichsbank extended as much credit as possible without 
thus endangering the exchange. Holdings of domestic bills in- 
creased from 1,304 million Reichsmark in the middle of May to 
4,144 million at the end of the year. Not only did the Bank show 
liberality toward commercial banks and savings banks, which was 
essential to preserve the solvency of these institutions, but it also 
discounted Russian and agricultural paper and lowered its dis- 
count rate to 7 per cent. Throughout the crisis the Reichsbank 
gave ample proof of its willingness to redeem all its obligations. 
Free exports of gold were necessary, however, to allay the panic. 
At the same time, the 40 per cent reserve against notes had to be 
maintained; abandonment of the minimum legal reserve was ex- 
pected to cause apprehension abroad and to lead to further with- 
drawals. Eventually, however, the reserve requirements had to 


be suspended. 
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The demand for currency increased, but the velocity of cash 
decreased. ‘The banking system laid emphasis on liquidity of port- 
folio. The increase in circulation caused alarm and led to a further 
demand for cash. The loss of confidence thus led to a vicious cir- 
cle of—a run on banks, a loss of gold, an increase of money in cir- 
culation, a decline of the reserve ratio, fear of devaluation, new 
runs on banks, and a further loss of gold. 

In the face of a run on Germany by those creditors who seemed 
determined to take away much more than the country owned in 
the form of liquid means of payment, a breakdown was inevitable. 
The Reichsbank did all it could to restore confidence among for- 
eign creditors. It endeavored to keep the banks solvent and busi- 
ness supplied with funds. Gradually, measures in the nature of 
compromises had to be taken. First, the raising of the discount 
rate, then foreign exchange control, followed by a restriction of 
credit and a moratorium on short-term debts. The charge fre- 
quently made that Germany during the past summer failed to 
take the necessary measures herself to combat the crisis and relied 
on foreign assistance is not valid. Germany took all necessary 
measures, and foreign aid was sought primarily for the benefit of 
foreign creditors. Only by obtaining new credits abroad could she 
have continued to pay previous borrowings. 

ANATOL MuRAD 
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BOOK REVIEWS 


The Masquerade of Monopoly. By FRANK A. FETTER. New 

York: Harcourt, Brace & Co., 1931. Pp. xii+464. $3.75. 

In this volume Professor Fetter treats the trust problem from the 
standpoint of the basing-point system of price-fixing of which the most 
conspicuous example has been the ‘“Pittsburgh-plus” system of steel 
prices. From the starting-point of his previous study of this practice, 
he has broadened his treatment until it constitutes a survey of the 
history of the trust problem from the Standard Oil case to the more 
recent cases on open-price associations. He regards the basing-point 
practice as widespread, as essentially monopolistic and adequate evi- 
dence of the existence of monopoly, and as the one chief goal and aim 
of the restraints on competition practiced by the United States Steel 
Corporation and other organizations. 

He advocates a system of uniform prices F.O.B. the mill-point from 
which goods are actually shipped, to be brought about by the regulative 
power of the Federal Trade Commission, with whatever enabling leg- 
islation may be necessary. This is called for to restore the competitive 
type of price structure. It is also expected to reduce monopolistic 
profits, the power of large combinations over independents resulting 
from the possibility of destructive price reprisals, and the incentives 
to consolidations. It is also expected to reduce the waste of cross- 
freights, and to give the consumer the benefit of nearness to the mill 
instead of letting the producer charge him for freight services which 
have never been performed. 

The greatest space and emphasis in the book is devoted to the criti- 
cal discussion of price practices and especially of the reasoning of the 
various court decisions. But the argument ranges so widely that to 
criticize it adequately would require a knowledge of the medieval in- 
stitution of markets, the history of the law on combination and re- 
straint of trade, the economics of monopoly, and the pure theory of 
competitive price. The reviewer can lay no claim to this varied equip- 
ment. His interest naturally centers in the treatment of price theory. 

Fetter recognizes as competitive only that situation in which each 
mill has rivals at the same point of rail shipment. Thus the situation 
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in steel, and in most modern manufacturing industries, becomes mo- 
nopolistic by definition—local monopolies limited by competition of 
producers at different geographical locations. The conception of the 
market is narrowed to the single location; and on this basis it is possi- 
ble to maintain the thesis that under competition there can be only 
one price in one market and that any discrimination is a symptom of 
the presence of monopoly. 

To the reviewer it appears that the existence of discrimination 
proves no more—even accepting Fetter’s premises—than that there 
are not competing mills at every mill-location—a fact which is admit- 
ted at the start. The question at issue in the trust cases was whether 
monopolistic control went farther and extinguished the restraining 
competition of producers at different locations. Fetter presents argu- 
ments bearing on this point also, but they are not sharply distinguished 
from the logic of his competitive terminology, which has no bearing 
on it at all. He shows beyond reasonable doubt that Pittsburgh-plus 
was a non-competitive arrangement in this broader sense, as well as an 
undesirable one; but it does not follow that a mill-base price system is 
the only natural one in the sense of the only one that can result from 
genuine competition of the type in question in these cases: that of 
producers at different producing points. 

The author’s proposal amounts to forcing producers engaged in one 
kind of competition to follow the price policy which would be natural 
for another kind of competition which does not exist. This might well 
be desirable, but it would raise questions of enforcement and possible 
evasion, because it does go contrary to the natural and immediate 
financial interests of single producers in such a situation, which are 
best served by discrimination. 

One could wish that the author had saved some space from the criti- 
cal discussion of cases and devoted it to a systematic study of the nat- 
ural results of the system he proposes: a task for which his gifts in 
marginal analysis eminently fit him. This system would not reproduce 
the exact conditions of pure competition as Fetter defines it, because a 
producer raising or lowering his individual price would lose or gain 
customers, not throughout his marketing area, but only at the frontier 
which separates his zone of freight advantage from those of his rivals. 
This would logically lead to a price somewhat above marginal cost of 
production. Whether it would be above average cost or not would 
depend on the effects of overhead costs and the economies of increased 
output. Another matter which might well be developed is the range 
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of variety of price policy which might be allowed with different types 
of goods, within the general rule of no discrimination. A rigid adher- 
ence to the rule of mill-base price plus the precise freight might not 
be necessary to the end in view in all cases, especially where the freight 
is relatively unimportant. 

The book is forcefully written, with a wealth of picturesque epithet 
and no disposition to shrink from the use of hard words. Professor 
Fetter has rendered a service by calling attention to the extent and 
implications of the basing-point price system and advocating a sub- 


stitute procedure. 
J. M. CLark 


CoLuMBIA UNIVERSITY 


Marketing Agricultural Products. Frep E. CLARK and L. D. H. 

WELD. New York: Macmillan Co., 1932. Pp. 672. 

The pioneer textbook in the field of agricultural marketing was 
Weld’s Marketing of Farm Products. Among later additions to the lit- 
erature in this field was Clark’s Principles of Marketing. The book 
under review is the joint output of these two men. As indicated in the 
Preface, progress in the field has made necessary an entire rewriting 
of the initial book by Weld. The outline and approach are, however, 
largely the same as in the original. 

The opening chapter discusses some of the characteristics of farm 
products and the relationship of the farmer to marketing. The second 
chapter presents a brief picture of marketing functions and chapter iii 
outlines methods of sale. Following chapters consider marketing at 
country points, the wholesale market, and retailing. Next are con- 
sidered such functions and services as storage, transportation, finance, 
market news and quotations, and standardization. Trade organiza- 
tions are discussed. Market risk, future trading, and hedging are con- 
sidered. Cost of marketing, prices, and advertising each occupy a 
chapter. Two chapters are devoted to co-operative marketing. The 
final chapters consider the relationship of the state to marketing, farm 
relief, and defects and improvements in the marketing system. 

Having been a colleague of Dr. Weld when the earlier book was in 
its throes of composition, the reviewer admits the possibility of some 
bias in favor of the arrangement followed in that volume and conse- 
quently in the one under review. It is believed, however, that the 
approach used meets with favor quite generally among teachers of 








196 THE JOURNAL OF BUSINESS 


courses in the principles of agricultural marketing. It presents a pic- 
ture of marketing services and functions without becoming unduly 
enmeshed in unnecessary descriptive detail. 

Naturally there are differences of opinion among marketing teachers 
as to emphasis and attack. It is too much to expect that the text under 
review will meet with unquestioned acceptance in every regard. Thus, 
there are a number of points that occur to the reviewer concerning 
which some question might be raised. The economic analysis of the 
farmer’s relation to marketing in chapter i might have been strength- 
ened. The material in the chapter on market news does not seem to be 
as well organized as it should have been. Likewise, the chapter on 
price could be improved. The cost-of-marketing chapter may appear 
to some to lean toward justifying the existing system. There also 
appears to be room for doubt as to the adequacy of the discussion of 
advertising. The advantages of advertising and its productive aspects 
are brought out but treatment of some of its weaknesses is lacking. 
Two chapters are given over to co-operative marketing. In a general 
text in marketing there is scarcely room for more than a statement of 
what a co-operative marketing association is, why farmers organize, 
the place of co-operatives in the marketing system and the services 
performed, with illustrations of representative organizations. The 
need for attempting in a general marketing text a diagnosis of causes 
of failure, as is done in the volume under review, is not clearly appar- 
ent. This aspect of other forms of marketing agencies does not re- 
ceive corresponding attention from the authors. 

One may doubt that market news, as the term usually is employed, 
is “‘vital to a proper determination of long-time policies involved in 
opening up new farming areas, and to determine where to farm and 
what types of farming to undertake” (p. 319). In one place (p. 523) 
the Land O’Lakes Creameries, Incorporated, is referred to as “the 
Minnesota Cooperative Dairies” (an earlier organization). There is 
room for suspicion that the Farmers National Grain Corporation has 
been confused with the Grain Stabilization Corporation at one point 
(p. 562). 

The opinion is expressed (p. 303) with regard to loans made by the 
Farm Board to co-operatives to enable them to advance a greater por- 
tion of the market price to their members, that “if the prices of farm 
products fall, even a slight amount, it appears that there is no recourse 
to the Board but to stand the loss—surely this is going a long way in 
assisting agricultural market finance.” This overlooks the recourse 
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which the Board has to the co-operative to repay its loan, even though 
the organization may suffer a loss on a particular lot of products. This 
section refers to the law creating the Farm Board as “‘The Federal 
Farm Board Act” in place of using the more common and correct desig- 
nation, the Agricultural Marketing Act. 

The authors say (p. 581), “In order to prevent the application of 
these (anti-trust) acts to labor unions and to farmers’ cooperative 
associations the Capper-Volstead Act (1922) provides. .... ” The 
Capper-Volstead Act does not apply to labor organizations and while 
it changes the status of qualifying co-operatives under the federal anti- 
trust laws it is not an out-and-out exemption as seems to be implied. 

In commenting on the profits of the Farmers National Grain Cor- 
poration (pp. 610-11), the suggestion is made that if prices paid by the 
Corporation were lower than those of competitors the profit may not 
be important. No claim is made by the authors that the prices of the 
Corporation were lower, but it is not unlikely that students may fail 
to distinguish between the suggestion of a possibility and the assertion 
of a fact. 

One wonders why the co-operative development under Federal Farm 
Board auspices is discussed in the chapter on ‘Farm Relief” rather 
than in the co-operative marketing chapters. A sharper line of dis- 
tinction between “relief” activities and other activities of the Farm 
Board could well have been drawn. While the stabilization activities 
of the Board properly come up for consideration in agricultural mar- 
keting courses, there is a question as to how fully it is advisable to 
discuss their details in a text, because the discussion is so soon out-of- 
date. 

In their conclusions regarding farm relief (p. 639) the authors say, 
“It is true that the condition of the farmer has been distressing, and 
that anything that will really help him without detriment to the rest 
of the population should be done.” Higher prices for their products 
are what the farmers feel the need of. But these mean higher costs to 
consumers, so it is difficult to see how the farmer could be helped with- 
out some “‘detriment”’ to others. However, this restriction has not been 
observed in the adoption of tariff duties, so why should it necessarily 
be observed in farm relief? 

These critical comments should not be construed to mean that the 
book is not well written. The good things which may be said about it 
easily outweigh its weak points, and it is believed that it will find wide 
acceptance for text use in agricultural marketing courses. 
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One very commendable feature of the book is the extensive use of 
footnotes which cite references and add supplementary information. 
There are no suggested references at the end of each chapter and no 
general bibliography is included. Most instructors probably will not 
feel the lack of these in view of the liberal supply of footnote citations. 

O. B. JESNEsS 


UNIVERSITY OF MINNESOTA 


A Solution to the Appreciation Problem. By WiLitAM B. CASTEN- 
HoLz. Chicago: LaSalle Extension University, 1931. Pp. 95. 
There has been much debate in accounting circles about apprecia- 

tion in values of fixed properties and what to do with it. According 

to this author, 

The ultra-conservative still believes that the accretion of value in these 
assets should not be recognized at all, and that no recognition therefor be 
given in the accounts. The radical believes that the increased value, shown 
as the result of an appraisal, should be definitely set up on the books and 
promptly converted into earned surplus. Those of a compromising state 
of mind hold that the excess values disclosed should be credited to a ‘Surplus 
Arising from Revaluation Account,’’ which may or may not be adjusted 
annually for depreciation on appreciation earned. 


The author starts most ambitiously with the premise that all of the 
above methods are open to criticism and that this “solution” will 
satisfy all groups of proponents. 

Appreciation may be recognized for one or both of two purposes: 
(1) that the Balance Sheet may present current reproduction or re- 
placement cost figures, or (2) that depreciation for purposes of deter- 
mining costs and income may be on a current basis. The author con- 
tends that a footnote to the Balance Sheet indicating replacement 
values will accomplish the first purpose. He presents in some detail 
an accounting procedure for accomplishing the second purpose with- 
out reflecting replacement values in the asset account, nor on the 
Balance Sheet except by footnote. 

Recognition is given to the fact that appreciation may result from 
one or both of two kinds of value changes, (1) an increase in the gen- 
eral price level, that is, a decrease in the value of the dollar, and (2) a 
change in the relative value of specific assets independent of the 
changes in the general price level. The author does not suggest that 
the type of value change be reflected in the accounting procedure. 
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The recognition of replacement value for the purpose of computing 
depreciation is based on the assumption that the costs of operations, 
including depreciation, should reflect current competitive costs rather 
than original costs, for: (1) this procedure will “bring about orderly 
competition between operators utilizing the same equipment acquired 
at different costs’; (2) provision should be made for replacement at 
present costs rather than that at original costs; and (3) there should 
be a separation between operating income and any increase in net 
worth representing only a realization of appreciation of assets. 

The reviewer cannot agree with the author that a bond issue or 
other type of loan on appreciated values constitutes a realization of 
this appreciation which may be included in earned surplus. It is 
thought to be better practice to defer any transfers from a “Reserves 
for Unrealized Appreciation”’ until depreciation on appreciated value 
has been charged into costs, and thereby against surplus. 

The author suggests that the appreciation of land used as a factory 
site may indicate only the desirability of moving to a new location, and 
that such appreciation should not be entered in the accounts. On the 
other hand, appreciation of land used by the retailer may indicate that 
the land has become more valuable for his particular business and such 
appreciation therefore should be reflected in the asset account and in 
a “Land Value Adjustment” account, the last-named account being 
equivalent to a “Reserve for Unrealized Appreciation.” 

The author denies that the present deplorable situation in real es- 
tate financing is due to the use of replacement rather than cost values 
as a basis for bond issues. He insists rather that the difficulty is due 
to overfinancing even of replacement values, and the recognition of 
anticipated appreciation. He insists that conservative financing on re- 
placement values would have avoided the present disastrous situa- 
tion. 

The last few pages of the book are devoted to a discussion of ““This 
Thing Called Depreciation.” It is believed that this part of the book 
does not add substantially to the existing literature on this subject. 


WILLARD J. GRAHAM 
UNIVERSITY OF CHICAGO 


The Banks and Prosperity. By Lionet D. Epir. New York: 
Harper & Bros., 1931. Pp. xi+179. 
Mr. Edie emphasizes the complexity and essential planlessness of 
the modern economic system (p. 19), and proposes as a remedy for the 
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resulting ills to society (1) “monetary planning,” and (2) “business 
planning” (p. 85). His present interest lies in the former, not, as he 
says, because it is more important than the latter, but because it is 
more neglected. As the most expedient kind of “monetary planning” 
he argues for legislative instructions to the Federal Reserve authorities 
to maintain an even growth in the volume of credit at the same rate 
as the long-term average annual rate of growth of production in the 
United States (p. 47).' 

The tenuousness of the relationship between the gold reserves and 
the total volume of credit under the Federal Reserve System leads to 
a disastrously high degree of “automatic elasticity” (p. 169). As Mr. 
Edie says: “The basic purpose of a gold standard has always been to 
protect the community from excessive variability in the supply of 
currency and credit” (p. 161). Regardless of the faults it may have 
had, the old National Banking System did provide an automatic ad- 
justment between the quantity of gold and the volume of credit (p. 
171). Therefore, Mr. Edie believes that under the Federal Reserve 
System we are witnessing the “passing of the gold standard.” He de- 
plores this desertion of gold, and presents his scheme for a regularized 
rate of growth of credit as a means of re-introducing into the monetary 
and credit system the essential function of the gold standard. 

The author is mindful of the fact that under existing monetary and 
banking legislation the annual increase in the monetary gold stock 
might not permit the increase which he desires in the volume of credit 
(pp. 50, 130). He therefore makes a second proposal, namely, that 
paper currency should have a maximum gold reserve of 40 per cent 
(p. 49). Such a maximum would economize gold for the purpose of 
hand-to-hand. currency, and would therefore permit a reduction in 
the minimum reserve ratios of central banks in accordance with the 
proposals of the Gold Delegation of the Finance Committee of the 
League of Nations. To act on the proposal of the Gold Delegation 
would be dangerous, he believes, without this reduction in the maxi- 
mum gold coverage for hand-to-hand currency (p. 50). 

An essential element of this plan would be that the growth of credit 


* Mr. Carl Snyder has also suggested that bank credit be controlled so as to in- 
crease at the same rate as productive activity. See his ‘New Measures of the Rela- 
tions of Credit and Trade,” in the Proceedings of the Academy of Political Science 
XIII, No. 4 (January, 1930), 483; and “The Future of Business Cycles,” in the 
Annals of the American Academy of Political and Social Science, CXLIX, Part I 
(May, 1930), 60. 
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should be regular. To enforce precisely this rate of growth at all times 
Mr. Edie would depend upon three weapons at the disposal of the 
central banks: (1) the discount rate, (2) moral suasion, and (3) regulat- 
ing the reserves of the member banks (p. 152). The necessity of inter- 
national co-operation is recognized, although this aspect of the prob- 
lem is not discussed at length (pp. 46, 131). However, it is held that 
the United States could initiate the plan even though the other coun- 
tries were not willing to adopt it immediately (p. 48). 

Mr. Edie does not claim that this scheme for the control of credit 
would completely eliminate fluctuations in economic activity; but he 
does believe that there would result a considerably greater degree of 
stability than we now have in the price level and in productive ac- 
tivity. 

That the adoption of some such proposal as that which Mr. Edie 
makes would bring about a very great improvement over our present 
chaotic credit conditions the reviewer has no doubt; but it does not 
seem that the proposition has been established that periods of boom 
and of excessive depression will be abolished by such a regulation of 
credit. Nor is it yet clear that the weapons upon which Mr. Edie, 
and many others, would depend would be adequate for the control of 
credit. There is at least the possibility that the expansion of trade 
credit, the making of loans between individuals and business concerns 
outside the banking system, and the variation in the velocity of circula- 
tion of money would be quite enough to make possible very serious 
cyclical movements in business activity. 

Moreover, there runs through Mr. Edie’s book an implication, at 
least, that there really is not any very difficult problem of deciding 
what it is that we should do; the only difficulty that confronts us lies 
in the direction of overcoming whatever opposition there may be to the 
adoption of legislative action of the general sort which Mr. Edie sug- 
gests. Any kind of credit control, however, necessarily will influence 
all price levels, and consequently the problem of determining which 
price level it is that we desire to attempt to stabilize must be faced. 
In fact, it is not at all clear that commodity price levels should not 
decline, rather than remain stable, in so far as any increase in the total 
of production may come from an improved technology. Consequently, 
it may well be that the growth of credit should be related to the growth 
of population, not to that of production. 

Mr. Edie distrusts banker management of the currency if such 
management is left with any considerable degree of discretion. Hence 
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his desire to adopt some type of guide for the central bank which is, 
as he says, definite; which, in other words, would function in an “auto- 
matic” manner; and which, in this respect, therefore, would be similar 
to the control exercised by gold in what might be termed a “pure” 
gold standard. If gold is to be robbed of what Mr. Edie terms its basic 
function, it is not clear why he desires to maintain the gold standard. 
Would Congress be more heedless of pressure brought to bear on it to 
permit an increase of credit under the proposed scheme than it would 
of similar pressure under a managed paper currency? 

While it is undoubtedly true that gold reserve ratios such as are 
now required of the Federal Reserve banks are not at all necessary for 
the greater part of the time, the present tendency ioward hoarding, 
with its consequent draining on reserves, raises a serious question as 
to whether or not a reduction of these ratios is desirable, even though 
such reduction is coupled with a decrease in the maximum gold cover- 
age for hand-to-hand currency. 

In Mr. Edie’s book will be found some excellent material on a 
number of topics which are related to the problem of his major interest. 
As examples, there is a desirably sharp distinction made between the 
strictly monetary objectives of central banking and those objectives 
which have as their immediate purpose some kind of control over gen- 
eral economic activity; and there is an excellent discussion of the 
attitudes which central bank leaders have typically displayed in the 


past. 
Lioyp W. Mints 


UNIVERSITY OF CHICAGO 


Employment Trends in St. Paul, Minneapolis and Duluth. By 
WitiiAmM H. Steap and DRENG BJORNARAA. Minneapolis: 
University of Minnesota Press, 1931. Pp. 134. 

Many readers of the Journal of Business are perhaps not aware of 
the comprehensive research program now in process of development 
by the University of Minnesota Employment Stabilization Research 
Institute. The present monograph is the second publication of a pro- 
jected series of more than twenty studies dealing with special aspects 
of employment and problems of stabilization. 

The employment data derived from pay-rolls of a representative 
sample of industrial and commercial establishments cover for St. Paul 
a six-year period; for Minneapolis a five-year period; for Duluth a four- 
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year period. The data do not extend beyond 1930, but subsequent 
bulletins promise to continue the series. 

The study discloses interesting shifts in employment in the years 
prior to the current depression, and significant differential effects of 
the depression upon employment in the different classifications of 
business and occupational groups. The absolute numbers are sub- 
mitted in well-arranged tables so that students interested in the raw 
data will find them readily accessible. 

This is at once a comprehensive and intensive survey of employ- 
ment, and the results are presented clearly and succinctly. The authors 
are well aware of possible shortcomings in respect to adequacy of 
sample, and limitations of the occupational classification employed. 
Continuance of the study should disclose further significant informa- 
tion concerning cyclical, seasonal, secular, and irregular changes. 

Readers of this monograph will doubtless be sufficiently interested 
and impressed to follow up the forthcoming releases on employment 
trends, and to look forward to the entire series of studies on employ- 


ment stabilization. 
R. W. STONE 


UNIVERSITY OF CHICAGO 


Ethical Problems in Modern Advertising. Vawter Lectures, North- 
western University. New York: Ronald Press, 1931. 


The Vawter Lectures, endowed by persons interested in the “pro- 
motion of high ethical standards and practices in business,” are de- 
livered to the commerce group at Northwestern University by men in 
the various phases of advertising and commerce work who treat of 
advertising ethics from their particular point of view in the advertising 
field. For wider distribution, the Vawter Foundation publishes the 
lectures in book form. The organization of the book is along what may 
be called “functional” lines in so far as the advertising field itself is 
concerned. 

Professor Custis, in his lecture on ““The Place of Ethics in the Field 
of Advertising,” adheres closely to the thesis of Ethical Problems in 
Modern Advertising and brings out with clarity some pertinent prob- 
lems in present-day advertising. He says, “One of the most important 
ethical problems involved is the proper appraisal of the different inter- 
ests looking at what, to an outsider, may be identical problems.”’ 
The question of what is right or wrong in the ethics of advertising 
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resolves itself into whether conduct, which is considered by the mem- 
bers of a trade collectively as ethically permissible or even requisite, 
may appear to be distinctly unethical when looked at from the point of 
view of society. However, it is possible to set up a group of standards 
which may have applicability in the actual problems of everyday ad- 
vertising. In order to do this, it is necessary to discard a great many 
idealistic concepts and substitute workable standards set up by in- 
terested parties. 

Mr. Ralph Starr Butler, vice-president of the General Foods Corpo- 
ration, tries to answer the question, “What Does the Advertiser Owe 
the Public?” by saying, “Truthful Advertising!’ although he does not 
give a clear definition of truthful advertising. Presumably the con- 
troversial nature of the problem itself has a great deal to do with the 
absence of a definite standard of integrity in advertising. Truthful 
advertising is almost impossible in an economic system which has as its 
basis the interplay of competitive units in a society in which individual 
initiative is the underlying philosophy. This is true because the indi- 
vidual units are all striving to sell goods, and, as a result, the advertis- 
ing of each unit must present points about a product which tend to 
take it out of the competitive class. Clearly this cannot be done by 
a straightforward presentation of facts. 

Mr. Butler makes a clear case for higher ethical standards in ad- 
vertising when he says, 

The power of advertising is so great, either for good or for ill, that it 
should perhaps be held to a higher standard of honesty than other phases of 
business practice that are less far-reaching in their influence. But the ad- 
vertising river cannot rise higher than its source, and the source of ethical 
advertising is the commercial morality of the business community. 

The lecture by Earnest Elmo Calkins on “The Ethics of Agency 
Practice” is merely a résumé of the various ethical standards set up 
in the advertising field by the professional groups. Some of these stand- 
ards are: (a) the Cyrus K. Curtis code; (6) Association of Advertising 
Agencies code of Standards of Practice. 

Mr. Weld, in his discussion of ‘Honesty in Fact-Finding, 
the oft-repeated charge of dishonesty by the agency in the gathering 
of facts and the shading of data. He says that the cases in which an 
agency distorts the market picture in order to induce an advertiser to 
spend more money are more than offset by the great number of honest 
agencies. The absolute standard of honesty in this instance can be 
only that of using the advertiser’s money according to a definitely 


” 


refutes 
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worked out plan of marketing without regard for the inducements 
offered by competing media and with no intention to spend more 
money on advertising than is necessary to complete a specific task of 
distribution. 

Stuart Chase presents the ‘Ethics of Advertising as Viewed by the 
Consumer” in the well-known “Chasean” style—a large number of 
specific instances and revealing examples of the betrayal of consumer 
trust in advertised products. Although the lecture is worth reading 
because of the illustrations presented, it is lacking in a clear perception 
of the consumer’s problem of how to make a choice between various 
products or to find his way out of the present situation. Again we have 
an instance of excellent criticism without any intimation of what we 
are to do with our system when it is theoretically dismantled. 

Mr. Greene, in the final lecture, tells in a matter-of-fact way about 
the work of the National Better Business Bureau in “Promoting and 
Maintaining Ethical Standards in Advertising’ under his direction. 
There is nothing striking in this lecture. It is merely a factual presen- 
tation of methods of enforcing ethical standards in advertising with 
which business men generally are acquainted. 

The assumption of the writer of this lecture is that standards al- 
ready accepted merely have to be enforced in a methodical way in 
order to clear up the ethical muddle. However, enforcing standards 
which are themselves disputable and incoherent seems to be more of 
a task than Mr. Greene will admit. 

In their entirety the lectures make a good presentation of what 
current ethical problems in advertising entail. 

Juttus E. RATNER 


UNIVERSITY OF CHICAGO 


Accountant's Handbook. Edited by WitttaM A. Parton. 2d ed. 

New York: Ronald Press, 1932. Pp. xlii+1873. 

The first Accountant’s Handbook, prepared under the able editorship 
of Dr. Earl A. Saliers, made its appearance in 1923, and was one of the 
most popular and successful works ever published in the field of ac- 
counting. Subsequent developments in accounting and business man- 
agement demanded a revision of this book, and the result is an almost 
entirely new book, similar to the first chiefly in form and appearance. 

In accordance with the editorial design, the new Handbook is a 
reference work not only for public and private accountants but also 
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for business executives, lawyers, engineers, investors, and all who deal 
with accounting reports and accounts. In its preparation the editor 
was assisted by more than seventy representative authorities including 
nineteen special contributors. Its thirty-three sections put at one’s 
command, for instant use, in compact and digested form, the most 
modern practice covering a whole range of subjects—essential prin- 
ciples, analytical methods, working procedure, control, systems, audits, 
managerial considerations, tables, formulas, definitions, schedules, 
forms, digests, and other valuable factual data. For the practitioner 
and the student of accounting, time will be saved in locating needed 
information. The young accountant, especially, who is called upon to 
handle situations outside of his own experience, is likely to find here 
the guidance he needs. It will no doubt be widely accepted as a refer- 
ence book in the profession. 

One of the chief problems facing the editor of such a volume is that 
of selection. The scope of accounting has become so broad, and is so 
interrelated with other phases of business, that it is obviously impossi- 
ble to include all materials of interest to the accountant and to the 
executive using accounting information. That this problem has had 
its effect on the content of the present edition of the Handbook is 
evidenced by its comparison with the superseded first edition. 

It is probable that a vast majority of people interested in accounting 
are familiar with the first Handbook. Therefore, this review of the 1932 
edition is largely one of comparison with the first volume. 


SUBJECT MATTER INCLUDED IN THE 1923 EDITION BUT 
OMITTED FROM THE 1932 EDITION 

The editor of the 1932 edition has chosen to omit thirteen of the 
thirty-three sections of the first edition. In some cases a small portion 
of the subject matter of these sections appears elsewhere, but almost 
all of it has been entirely eliminated. The reasons for these omissions 
probably vary, and may include these, among others: (1) too rapid 
change for “permanent” treatment, e.g., taxation; (2) complete, con- 
densed, authoritative treatment elsewhere that need not be repeated 
in this volume; (3) limited interest to readers; (4) requirement for 
more complete and specialized treatment than is possible in this vol- 
ume; (5) addition of newer and more important subject matter. 

It is suggested, therefore, that the owner of the 1923 edition need 
not discard it completely. There is some subject matter omitted from 
the 1932 edition the treatment of which in the earlier edition is not 
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completely obsolete. The sections omitted from the new edition are as 
follows: (1) Taxation, (2) Finance, (3) Bankruptcy, (4) Credits and 
Collections, (5) Glossary, (6) Office Appliances, (7) Corporate Organ- 
ization, (8) Office Practice, (9) Foreign Exchange, (10) Economics, 
(11) Municipalities, (12) Public Utilities, and (13) Management. 


NEW SUBJECT MATTER IN THE 1932 EDITION 


The titles of the new sections are in themselves indicative of some 
of the major developments in accounting since 1923. Some of these 
subjects were ““mentioned”’ in the early edition, but received no ade- 
quate treatment. The new materials include the following: “‘Budget- 
ing,” “‘Sales,”’ “Distribution Costs,” “Standard Costs,” “‘Accounting 
Organization and Control,” “Plant Appraisals,” “Income Determina- 
tion,” and “Machine Methods.”’ It is particularly interesting to note 
some recognition of the growing importance of machine accounting. 
While the treatment here is necessarily inadequate, it is perhaps as 
illuminating as any existing literature on this subject. 


SUBJECT MATTER OF FIRST EDITION SUBJECT TO RESTATEMENT, 
EXTENSION, AND IMPROVEMENT IN 1932 EDITION 

This subject matter has been entirely rewritten, much new material 
has been introduced, all obsolete material discarded, and many sub- 
jects are treated much more completely. Perhaps the most noticeable 
improvements, in addition to the new sections listed above, is the 
complete treatment of the subjects of valuation and income deter- 
mination, four sections of the first edition being replaced by thirteen 
sections in the 1932 edition. 

An outline of these changes appears below: 

A new section, “Systems,” replacing the former on “Installations,’’ is 
more basic and more complete, and includes more illustrations. 

A new section, “Public Accounting,” presents more concisely, yet more 
completely, most of the information previously treated in three sections, 
“Professional,” ‘“‘Reports,” and “Audits and Working Papers.” 

Two new sections, ‘Financial Reports’ and “Statement Analysis,” are 
an extension of a previous section, “‘Financial Statements.” The treatment 
of statement analysis is particularly good. 

Three sections on cost accounting, “Manufacturing Costs,” “‘Distribution 
Costs,”’ and “Standard Costs,” constitute a great improvement on a previ- 
ous single section, ‘“Cost Accounting.” 

A new section on “Account Classification” presents a more complete and 
illustrative treatment than did the previous section, “‘Ciassification.”’ 
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The new section on “‘Business Law” adds bankruptcy, and omits insur- 
ance and suretyship and guaranty. 

The new sections on “Consolidated Statements,” ‘“‘Mathematics,” 
“Graphic Presentation,” “Fiduciary Accounting,” “Capital Stock,” and 
“Surplus, Reserves and Funds” are improvements of the corresponding sec- 
tions in the first edition. 

The last section, “Principles of Double Entry,’”’ attempts to present the 
fundamental principles underlying the double entry system, together with 
its limitations. The problem at the end of the section is probably of doubtful 
value. 

Four previous sections dealing with “Valuation,” “Depreciation, 
Will,” and “Inventories” are replaced by thirteen sections developing the 
whole problem of valuation and related accounting problems in a more com- 
plete and logical manner. These sections are as follows: ‘‘Cash,”’ ‘““Receiva- 
bles,” “Investments,” “Inventories,” ‘‘Land and Wasting Assets,”’ “‘Build- 
ings and Equipment,” ‘Depreciation Principles,’ “Depreciation Rates,” 
“Plant Appraisals,” “Intangibles,” “Current Liabilities,” “Fixed Liabili- 
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ties,’ and “Income Determination.” 


The following quotation from the Preface of the new Handbook is, 
in the reviewer’s opinion, a fair statement of the purpose and merit of 
this volume. 


The new Handbook is a work for everyone who has anything to do with 
accounts, whether he be an executive, banker, lawyer, engineer, or account- 
ee The user of this volume can turn to it with confidence for an 
authoritative treatment of almost any accounting question that he is likely 
to meet in the course of his business transactions or professional work... . . 
He can immediately bring to bear upon his specific problem a clear under- 
standing of the principles that govern in the particular case, the under- 
lying managerial considerations or other fundamental elements that he 
should keep in mind, and the practice that will suit the particular conditions 
involved. 

A good Index of sixty pages, with several thousand references, closes 
the book. The flexible birding, thin gilt-edge paper, and attractive 
print are all that can be asked in a book which must stand frequent 


and long usage. 
WILLARD J. GRAHAM 
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The Psychology of Advertising (Illustrated). By WALTER DILL 
Scotr. Completely revised by D. T. Howarp, professor of 
psychology in Northwestern University. New York: Dodd, 
Mead & Co., 1931. Pp. xii+300. $3.50. 

This volume is, in fact, a revision and merging of two of Dr. Scott’s 
earlier books: ‘‘The Theory of Advertising” (1903), and “The Psy- 
chology of Advertising” (1908). The best of the material in these 
earlier books has been brought together in an orderly way, and brought 
up to date in advertising illustrations and applications. Four new 
chapters have been added. 

When, nearly thirty years ago, Dr. Scott was introduced to the ad- 
vertising world and, thus, advertising men introduced to Psychology 
by Thomas Balmer of the Ladies’ Home Journal, this material made a 
great sensation. There was a naive belief that ‘the answer’’ to all the 
problems of advertising had been found. 

Advertising has traveled a long way since then, but either psy- 
chology has not or Dr. Scott has not. At any rate, most of the strictly 
psychological material in this book has been carried over verbatim 
from the earlier ones. As to what that signifies, the psychologists will 
have to say. One suspects, for example, that some of them might ques- 
tion the continued inclusion of an interest in clothing among the human 
“instincts.” But perhaps that, as the author suggests, would be quib- 
bling over terms. The important thing for the advertising man is to 
know that the interest exists. 

What the experienced advertising man wonders when he reads a 
book like this is why it seems so remote from the world he lives in, 
why it seems to have so little bearing on his real problems. All these 
“laws” of sensation, perception, attention, association, etc., are, obvi- 
ously, meaningful for him. Why, then, do they leave him so unen- 
lightened? 

Part of the difficulty is undoubtedly due to the difference between 
advertising and psychological terms. When the advertising man dis- 
covers that “‘illusions of perception” are the tricks he knows for making 
a package look bigger than it is; or that “feeling-tone” is another name 
for “getting the right atmosphere into an ad”’; he feels let down. It is as 
though he had read a scientific study of smoking habits and learned 
which end of a cigar a man puts into his mouth. 

Another difficulty such a reader has is with the unqualified applica- 
tion made of some of these psychological laws. Thus, because it ap- 
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pears that four words in type are as much as the eye can grasp at once, 
we are told that “‘headlines should be taken in ‘all at once’ ”—that is, 
by implication, limited to four words. We do not question the general 
desirability of the rule, but we know that some of the best headlines 
ever written have violated it. So it is with the statement (and many 
others) that “experiments show that lines (of type) between 2 1/4 and 
3 1/2 inches in length are best for advertising copy.’’ With not a word 
of qualification as to size of type, upon which, in fact, the proper limits 
of a line depend. 

Two other things trouble such a reader. One is the selection of ad- 
vertisements for approval which he would not rate as excellent exam- 
ples of the art. The other is psychological tests of things which ad- 
vertising is not concerned about. An example of this is a test to rate 
the memory value of advertisements. Advertisers are interested in the 
memory value given their products, not their advertisements. 

Perhaps these last two points exhibit the real problem in relating 
this kind of book to advertising practice. The laboratory psychologist 
makes his studies by an artificial separation of the factors in a total 
situation. The advertising man must deal with the whole situation. 
Thus the psychologist may exhibit a given advertisement as favorably 
illustrating his isolated factor, when the advertisement as a whole is a 
commonplace one. 

The resulting danger is of two kinds: First, that the isolated factor 
will, as previously pointed out, be given a weight unqualified by other 
factors. Second, that it will be given an air of much greater importance 
than it deserves. As an example of this consider that, whereas the ad- 
vertising man’s success depends more upon his appraisals of the ac- 
quired interests of people than upon anything else, Dr. Scott devotes 
but seven pages out of three hundred to this subject. 

All this is not intended to imply that this book has no value. If it 
were called “Elementary Psychology for Advertisers,” and used with 
due caution and interpretation as a manual for students, no question 
of its usefulness could be raised. But, “The Psychology of Advertis- 
ing”! If that is ever written, it will take a social psychologist to do it. 


James W. Younc 
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The Cooperative Marketing of Livestock. By Epwtn G. Nourse 
and JosepH G. Knapp. Washington, D.C.: The Brookings In- 
stitution, 1931. Pp. xiv+486. 

For those who are seeking an authoritative and comprehensive dis- 
cussion of co-operative marketing as applied to livestock, the book by 
Nourse and Knapp is a “find.” The authors show familiarity not only 
with the economics but with the “politics” of the movement from its 
inception under the auspices of the Farmers’ Alliance in the eighties to 
its latest development under the Federal Farm Board. 

The discussion breaks naturally into three divisions: Part I, in 
which the growth of the local livestock-shipping association is traced; 
Part II, the story of the selling agencies at the terminal markets, and 
the development of direct marketing activities; Part III, an appraisal 
of the results accomplished to date, including the Farm Board’s pro- 
posals for a national livestock-marketing organization. 

One is struck by the energy with which livestock owners in the North 
Central states adopted the co-operative method of shipping in the 
effort to get a larger share of the market dollar. Indeed, the zeal to 
organize locally tended to defeat one of the primary purposes, i.e., to 
eliminate waste and loss in operation. For, in the effort to get volume, 
association competed with association and costs of solicitation were 
increased. More detailed information concerning the economic diffi- 
culties into which these local associations got themselves might well 
be given place at the expense of much discussion of the politics of con- 
trol. A major purpose of this part of the discussion, however, seems 
to be to point out how the promotion of a particular kind of marketing 
activity becomes involved in the programs of the national farm organ- 
izations. 

The distinction made between “shipping” and “selling” at the 
beginning of Part II (p. 103) seems more convenient than significant. 
In the case of direct selling the two functions most often are merged. 
In Part II, again, the emphasis is upon the sponsorship of the terminal 
selling agencies by the farm organizations. The light thrown upon the 
competition of co-operative with co-operative reveals one of the chief 
weaknesses of the movement and is evidence of the impartial attitude 
of the authors toward their subject. From a marketing standpoint, 
however, one misses detailed exposition of the operations of these 
terminal agencies or of the management problems with which they 


’ 


are faced. 
In chapter x the auxiliary services of terminal selling agencies are 
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discussed. One questions the validity of the statement on page 172 
with respect to the value of the security for feeder loans: “Since the 
value of the collateral increases during the feeding period, the margin 
of safety is reasonably wide.” 

The discussion of direct marketing at the end of Part II is particular- 
ly informing and draws the issue sharply between the effort to build 
co-operative solidarity and the shipper’s individual effort to obtain the 
greatest possible price advantage. 

In the attempt to evaluate the economic services of the co-operative 
selling agencies (chap. xiii) the authors are handicapped by an absence 
of data of comparative costs (p. 241). The title of the table on this 
page should indicate that only hogs are considered. In respect of other 
marketing services, however, the authors make out a case for the co- 
operatives. 

Chapters xv, xvi, and xviii deal in a masterly way with the develop- 
ment of national livestock marketing on a co-operative basis and the 
relation of the Federal Farm Board to this development. While the 
Farm Board is condemned for superimposing its program upon the 
livestock producer and for withholding financial support from any 
co-operatives outside the Farm Board organization, the Board is 
praised for cutting the national livestock-marketing enterprise loose 
from all entanglements with national farm organizations and their 
politico-economic programs. 

“Economic Issues” are discussed in chapter xvii. Here the authors 
declare themselves in favor of the direct marketing of range stock to the 
feeder and of finished stock to the packer. They believe, further, that 
through co-operative organization price fluctuations may be mini- 
mized. They are opposed to a high degree of centralization of the 
selling function and believe ‘‘that a more stable equilibrium can be 
secured by a considerable degree of decentralization in the marketing 
organization.” Price stabilization of the sort which aims at control 
must wait upon the stabilization of production, and any such scheme 
of control “demands much wider participation in the co-operative 
organization than can now be counted on.” 

In a series of valuable Appendices, Knute Bjorke presents statistical 
studies of: (1) “Hog Price Difierentials between Principal Terminal 
Markets”; (2) “The Hog Price Structure at Interior Markets”; (3) 
‘Relationship between Direct Purchases of Hogs and the Level of Hog 
Prices.” E. A. Duppy 

SCHOOL OF COMMERCE AND ADMINISTRATION 
UNIVERSITY OF CHICAGO 








